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Ottawa, Ontario 
Thursday,March 16, 1950. 
M OMEN ToieG ot So ele) ai 


--~ The Commission resumed at 10,30 a.m. 


THE CHAIRMAN: All right, Mr. Sinclair, 

MR. SINCLAIR: Before I resume my examination of 
Mr, Armstrong, therr were th. points in yesterday's 
proceedings about which questions were asked that I 
should like to deal with first. At page 18183 of 
volume 96 of the transcript Dr.Innis asked whether there 
had been any breakdown between wages and salaries, and 
I said I thought there was some evidence of that in the 
rate cases, Mr. Evans then made some reference to an 
exhibit that was filed in the 20% case which did not 
show a breakdown between wages and salaries but between 
organized and non-organized employees. Of course some 
of the organized employees are on salaries. I think 
though that the exhibit might be put into the record. 
It is Exhibit No. 49-193 in the 20% case. I have not had 
an opportunityto have copies run off, but I am having 
that done and as soon as they are ready I will file it as 
an exhibit. 

COMMISSIONER INNIS: . Does that include the C.N? 

MR. SINCLAIR: No, this is the Canadian Facific 
alone, 

COMMISSIONER INNIS: The C.N. has never filed any 
such exhibit? 

MR. FRIEL: We have no similar bweakdown that 
I know of although I could obtain that information. 

COMMISSIONER INNIS; Could you? It would be 
interesting if we could get it all. 

MR. SINCLAIR: Point number two arose at page 
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18198 of volume 96 of the transcript and goes on for the 
next page or so. It arose from a question by you, Mr, 
Chairman. The Chairman asked concerning the variations 
in the market price cash grain Winnipeg compared to 
Chicago. The only material that I have been able to 

put my finger on is the exhibit that we filed in this 
proceeding when Mr. Jefferson was on the stand. That is 
Exhibit 167, which was a graph. It showed from 1897 to 
1948 the price of No. 1 northern at Fort William and at 
Minneapolis. It was shown by two lines on the graph. 
The red line demonstrated the American price and the black 
line the Canadian price. It showed the close relation- 
Ship that Mr. Armstrong referred to for your yearly 
average prices, with the black line crossing the red 
line and showing a higher price at Fort William on odd 
occasions - 

THE CHAIRMAN: Did you say on all occasions? 

MR. SINCLAIR: On odd occasions, and the lines 
exactly the same at some occasions, and the American price 
going quite a bit above the Canadian price in the first 
world war when there was government control of Canadian 
wheat prices, and also in the last years when Canada 
has had these bulk buying contracts, Your question was 
directed to the open market. 

THE CHAIRMAN: Does that cover such prices as at 
Galveston, for instance? 

MR. SINCLAIR: No, this is only at Fort William ang 
Minneapolis, Mr. MacPherson and I were to have a chat to 
see what we could do, and the figures that Mr, MacPherson 
had availabis were not comparable, but he is going into the 
Situation. I think that he and I will be able to confer 
and get together ie a price range at Galveston, Kansas 


City and Minneapolis. 
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MR. MACPHERSON: The figures that I had, Mr. Chair- 
man, were in cases weighted, and would not offer the sort 
of comparison that would be proper. Speaking to Mr, 
Sinclair last night I suggested to him that perhaps over 
the weekend we could obtain the necessary information 
on all exchanges including Portland because Portland 
also enters into it. We will have that available within 
the next day or two, and we will agree on what the actual 
figures actually are, 

MR. SINCLAIR: We will try to do it for Portland, 
gulf ports such as Galveston and Houston, and Minneapolis 
and Kansas City. 

MR. MACPHERSON: And Chicago. 

MR. SINCLAIR: And Chicago of course, and 
Portland. As to Portland that is dealing with 
intermountaiin white wheat. That is a special wheat 
and the price comparisons will not be the same, I do 
not think, ‘as we will find in the other markets. 

The relationship between that white wheat is not quite 
the same as the relationship between winter and spring 
wheat. It is a special wheat. 

The third point, my lord, was at page 18208 of volume 
96 of the transcript, just at the close of yesterday's 
hearing. It had to do with you, sir, asking me a 
question as to how the present popylation compares in 
these two cases, meaning the population in the spring 
wheat states of the United States compared to the prairie 
provinces. I made reference to the fact that that was 
dealt with during Professor McDougall's evidence, and 
I would like to refer you to the appendix to part one 
where at pages 46, 47, 48 and 49 there are graphs and 
tables showing the population in the prairie provinces 


and also in the states of Montana, Wyoming, North Dakota, 
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South Dakota and Nebraska. 

THE CHAIRMAN: What pages? 

MR. SINCLAIR: Pages 46, 47, 48 and 49, Page 46 
is a graph showing the prairie provinces and these spring 
wheat states expressed as a percentage of national tot- 
als, Then on the supporting table right next to the 
graph, page 47 of the appendix to part one, it shows the 
total prairie provinces! population at 2,357,000, and the 
five spring wheat states at 3,113,000. In both cases 
1946 is estimated. Page 48 is a graph showing employees 
in manufacturing industries in the prairie provinces 
compared with the spring wheat states of the United 
States expressed as percentages of national totals, 
and at page 49 is the supporting table. In 1946 
we find that the prairie provinces had 72,973 in manu- 
facturing industry. As to the five spring wheat states 
1947 is the closest figure we have for comparison, and 
it is a preliminary figure, and we find the number is 
67,114, 


COMMISSIONER INNIS: There is no indication as to 
the exact area covered by those. .states? 

MR. SINCLAIR: You mean in acres? 

COMMISSIONER INNIS: Yes. 

MR, SINCLAIR: No. 

COMMISSIONER INNIS: It does not mean much unless 
you have some comparison of that sort. 

MR. SINCLAIR: I think that we felt was that the 
percentage of total population showing those engaged in 
the manufacturing industries out of the total population 
in one as compared to the other - we thought there was 


some indicative comparison there. 
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SU pts ee iy ae . Mr, Armstrong 


P. C. ARMSTRONG, RECALLED 
EXAMINATION BY MR. SINCLAIR(Cont'd): 

Q. At the close of yesterday's proceedings, Mr. 
Armstrong, we had been discussing the general markets for 
wheat from the region that you described as region B, 
that is, the spring wheat states of the United States, and 
you had stated that some of it was being used for milling 
purposes to be used locally, and then you went on to 
State that there was less population engaged in the 
United States spring wheat states in non-agricultural 
pursuits than there was in the prairie provinces, and 
that brought forth the question from the Chairman that I 
have just dealt with. Would you tell me what the market 
for the remainder of the crop is in region B, generally 
speaking? 

A. The remainder of the crop of region B, that is, 
of the states of North Dakota, South Dakota, Montana 
and Minnesota, after feed and seed and local milling have 
been deducted is largely consumed in the United States 
in the form of flour except for wheat milled for domestic 
use at Minneapolis and therefore moving through Minneapolis 
on high domestic rates, higher than export rates, This 
wheat moves chiefly to market by shipment ex Duluth and 


thence by inland water chiefly to Buffalo. 


(Page 18215 follows) 
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Now, on this movement wheat from region B is charged 

rail freight rates far exceeding those prevailing in 
Canada, whether the wheat is for export or domestic use, 
This comparison has been very well illustrated in Exhibits 
with which I am sure everyone is now fairly familiar. 

Q. Those exhibits are in our -ppendix to Part I, and 
run from page 91 to page 94 of the Canadian Pacific Appendix 
to Part I, The brief of the Prairie Provinces, Mr. Arm- 
Strong, at page 29 describes the centre of gravity of 
wheat growing in the spring wheat states as probably only 
about 450 miles from Duluth, where the wheat finds water 
transportation, while the centre of gravity, it goes on to 
Sey, of wheat growing on our prairies -- that would be in 
Saskatchewan -- is probably 700 to 800 miles away from Fort 
William, Would you comment on that statement? 

A, I must repeat at that point the statement made 
yesterday, that the average rail rate on spring whest to 
Duluth from the spring wheat states may be taken as at 
least 383¢ for a haul of 450 miles, while for a haul of 
700 to 800 miles the average rate in Canada is 20¢. In 
both countries wheat from the west moving east by water is 
charged rail rates which are the same whether it be ex- 
ported or milled for domestic use in the east. Of course, 
domestic rates on wheat for all rail movement to market 
from the spring wheat states and domestic rates for flour 
and mill feed from the spring wheat states for all rail 
movement will be much higher than the rates to Duluth for 
furtherance by water, and they will be proportionately much 
higher than similar rates in Canads. However, this is not 
important, because there is little all-rail movement. The 
major movement of wheat from the spring wheat states to 
market is via Duluth for furtherance by inland water. 


Q. Would you describe the movement of wheat eastbound 
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from Duluth? 

A. Wheat moving out of Duluth, and es a matter of 
fact from Chicago and other lake ports, whether it be 
winter wheat of region A or the Spring wheat of region B,; 
all that wheat moving east by water will after it reaches 
Buffalo be moved by the New York State Barge Canal to 
Albany and New York or by rail to New York, Baltimore and 
other Atlantic ports. This movement bears transportation 
charges fully comparable with those which are applied to 
the movement of Canadian wheat after it leaves Fort William, 

THE CHAIRMAN: Q. Did you say comparable? 

A. Comparable, fully comparable, sir. The inland water 
rate from Fort William to Montreal is about 21-1/3¢. You 
will see 13¢ per bushel -- I am Saying everything in cents 
per hundred for clarity here -- and this compares with a 
water rate Duluth to Buffalo of log per hundred, together 
with a rail rate from Buffalo to Baltimore of 183¢. 

MR SINCLAIR: Q. The rate from Buffalo, New York, 
to United States Atlantic ports is comparable to the 
Canadian from Bay ports to Saint John and Halifax; that is 
our at and east grain rate that we have discussed here, 

That is correct, is it not? 

A, Yes. The rail rate from Buffalo to New York is 
19¢, and that is the same as the rail rate prevailing from. 
the so-called Georgian Bay ports to Ssint John and Halifax, 
although the distance for the movement in Canads -- the two 
movements in Canada if you iike, to Saint John and Halifax a=] 
is respectively two and three times as great as the distance 
for the movement to New York from Buffalo. The rate from 
Buffalo to Baltimore, a matter of 396 miles, is 184¢. 

Q. That mileage, 396, is by the Pennsylvania Railroad 
route? 


A. On the Pennsylvania route; and that is 184¢, which 
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is a half cent less than the rate to New York, for reasons 
which eoncern the people of the United States. 

Q. That is the big question of port differentials 
in the United States, 

A. There is an argument there all the time about 
that. Thus there is no additional burden on wheat move- 
ment in Canada east of Fort William as compared with move- 
ment in the United States either for export or domestic 
markets east of Duluth, the Cansdian railways absorbing 
the extra cost of the much longer haul to our Atlentic 
ports as compared with the heul to the United States 
Atlantic ports. 


Q@. I would now ask you to consider your third 


region, that is the region that you have described as 


region C, I think; that has 3lso been described as the 
inter-mountain wheat orea of the United States. 

A. This region constitutes, for the purposes of my 
little study here, the States of Washington--- 

Qe That ts Exhibit 210. 

A. The States of Washington, Oregon and Idaho. It 
is an srea of fairly uniform plant oecology, the growing 
conditions are fairly uniform throughout it, and agrerian 
economic conditions are substantially uniform. This eis 
produced in 1947 91 million bushels of winter wheet and 
34 million bushels of spring wheat, a total of 125 million 
bushels, amounting to 9 per cent of the United States 
crop in that area. The wheat from this area, the winter 
wheat at any rate, is a highly special type of soft 
wheat, known as Pacific white, and producing a very white 
flour. It is very much like the white wheat that is grown 
in Australia, the typical. Australian wheat. It has cer- 
tain special market valuees, and therefore its price is 


never dependably compsrathlie with other grades of wheat. 
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It is used as Australian wheat is used, to some extent 

for mixing with other wheats for milling purposes. A mere 
handful of Pacific white wheat milled with a bushel of 
perhaps our No.3 wheat will enormously whiten your result- 
ing flour, and it is used in England, Australian wheat 

and this wheat too ise used in England, and I believe it 
has even been used at Vancouver, although I speak subject 
to correction, for the purpose of blending with wheats of 

a harder type, better baking qualities, but a less attract- 
ive: colour, 

Q. You mean a lower grade of hard wheat? 

A. Yes. Then it has another special demand, in that 
the oriental market for culinary reasons prefers white to 
even slightly gray flour, because of the fact that so much 
of the wheat which is consumed in the Orient is boiled and 
not baked -- it appears in the form of dumplings and 
noodles imstead of in the form of bread -- and there is 
quite a strong feeling even among quite poor people in 
the Orient about the importance of getting very white 
wheat, so this has a special attraction there. 

Q. os you give the Commission some rates, rail 
rates, on the movement of wheat in this inter-mountain 
area? 

A. May I say to the reporter that I am going to be. 
quojting quite a few names of small places with which he 
my not be familiar, and I have asked Mr. Edsforth as 
ffast as I quote them to write them down and hand them to 
him for his convenience. The brief of the Prairie Pro- 
vinces has laid the greatest stress--- 

Q.eThat e-atipagere9 of their brief. 

A. Has laid the greatest stress on the fact that 
this block of wheat, this imter-mountain wheat, is pro- 


duced close to water. 
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THE CHAIRMAN: Q. Yoy Sey the brief of the 
Prairie Provinces? 

Age Yes Sostr; 

MR SINCLAIR: The brief of the three Prairie 
Provinces on the Crows Nest Rates, at page 29, 

Q. Yes? 

A. This is grown very close to water, and for that 
reason and because that reflects a misconception, I propose 
to give a Specially csreful analysis of the rail rates in 
that area, 

From Port Hill, Idaho, 465 miles to Seattle, the 
rate is 45¢. For 512 miles, Port Hill to Portland, 45¢ 
again. These rates compare with a haul of 420 miles from 
Winnipeg to Fort Willism at 14¢, 465 to 512 miles for 45¢, 
420 miles for 14d. From Moscow, Idaho, 421 miles to 
Seattle, and 366 miles to Portland, 38¢. From Rathdrum, 
Idaho, 342 miles to Seattle, and 398 miles to Portland, 
39¢. 

Q. Now would you place on the record, Mr. Armstrong, 
some rates from points in the State of Washington to 
Seattle and Portland? 

A. Yes, Washington is e seaboard state, and it would 
be there that the lowest rates on export movement might be 
expected. The lowest rate which I have been able to find 
from a wheat-growing area in that state is from Kennewick, 
Washington, 245 miles to Seattle, 227 miles to Portland; 
that rate 1s 263¢, This is more than the rate from 
Edmonton or Calgary to Fort William. 

Q. That is 26¢? 

A. Yes. From Kennewick to Seattle is 245 miles; to 
Portland it fs 227 miles. 

MR MACPHERSON: Q. Might I ask, Mr. Armstrong, 


where this posint is in the State of Washington? 
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A. I am afraid I would have to get a map to show 
Fou, Sir’. 

@. Because there is no Wheat raised at all in north- 
western Washington. 

A. This is a wheat Shipping point. Special 
inquiries were made to obtain rates from points from which 
wheat was being Shipped in quantity. 

THE CHAIRMAN: Q. Mr, Armstrong, did you tell us 
the rate from Calgary to Fort William? 

A. Calgary to Fort William is 26¢, the distance 
being 1,242 miles, as ogainst 245 to 227 in the State of 
Washington, 

Q. The same from Edmonton? 

A. The distance from Edmonton DSi 2 URL, a litera 
longer, but--- 

Q. What is the rate? 

A. The same rate, sir, 26¢ to Fort William. 

MR SINCLAIR: We will get the mileage. 
COMMISSIONER INNIS: Q. You have not any comper- 
able map with that of yesterday showing the districts A, 
B and C of Western Canada with the United States? 

A. It would be, I am afraid, sir, a gigantic task. 

I think you would have to make it like a kaleidoscope, not 
to speak of 9 picture puzzle. It is really such a complex 
Situation there that it cannot be reduced to the simple 
terms of our situation, They have not got two trans- 
continental railways, you see, serving the whole country; 
there is a patchwork there. 

Q. You would have no idea as to the extent of the 
country from which at times wheat would be pulled to the 
Pacific, at times to the east? 

A. That is almost, I believe, sir, negligible in the 
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there is some; I am sorry, there is some from the Spring 
wheat states, From further South it is most unusual. From 
the spring wheat states there is some pulled west. We 

can give you -- in fact, you have those exhibits covering 
our transcontinental rates. You have United States rates 
to Duluth as compared with rates to Seattle, just as we 
have Canadian rates to Fort William as compared with Van- 
couver, and that is sll in the record there at the pages 


which Mr. Sinclair quoted a few moments ago. 


(Page 18223 follows) 
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MR. SINCLAIR: The distance, Mr. Chairman, 
from Edmonton to Fort William, is 1,228 miles, I am 
instructed, a little shorter than the distance from 
Calgary te Fort William. 

Q . Will you continue, Mr. Armstrong? 

A. From Walla Walla, Washington, where wheat is 
grown and shipped, for 312 miles to Seattle, 241 miles 
to Portland, the rate is 284 . From Ritzville, Washington, 
for 329 miles to Seattle, 312 miles to Portland, the 
rate is 343¢. From Harrington, for a movement of 208 
miles to Seattle, the rate is 38¢, and the rate is the 
same for this 462 miles to Portland; 208 miles 38¢. 
From Calgary to Vancouver, 642 miles, 20¢. 

MR. FRAWLEY: Q. You said Ritzville was 329 
miles - - 

Anverdo Seattle: 

Q. 329 miles to Seattle? 

A. Yes; and 312 miles to Portland. 

Q. And the rate was 343¢? 

f fA Yess 

Q. And the next place is 208 miles to Seattle and 
the rate is 38¢? 

A. Yes. You will notice that sort of irregularity 
occurs throughout the picture of the United States rates 
due to conditions that I certainly do not always under- 
stand, but that is the way it is. It must be quite 
evident that even the close proximity of this wheat 
growing area to } ports does not provide it with 
wheat freight rates anywhere comparable with those 
charged for the movement of wheat from Western Canada. 
As Mr. MacPherson has questioned whether these are good 


rates or not, I can only say that what we had to do in 
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order to get what we considered were illustrative rates, 
was to gocto men engaged in transportation in the United 
States,aushoritative persons, and ask them to give us 
samples of rates, giving them some indication of the sort 
of area from which we wanted them and the mileages which 
we should like to have. We have received them from them, 
and we have every reason to believe that they are correct 
in telling us that these are representative rates affecting 
thenovement dof wheht. They are only scattered samples of 
course. They were selected for that reason, that we thought 
and believed them to be representative. The only alterna- 
tive that we would have .: * would be to file complete 
grain rates of the United States railways, and I can 
assure you that that would be something which would not 
he very pleasing to any of us. .Short of that, I believe 
the figures I have given you are the best available figures 
as to transportation charges on wheat movements in the 
United States. 

MR. SINCLAIR: Q. Mr. Armstrong, why did you 
select the particular states shown on Exhibit 210? 

A. As I said, I have covered 923% of the United 
States crop in 1947 with these 18 states. I selected 
states with a total production of 20 million bushels 
a year or more. The other 73%, as I said yesterday, is 
accounted for by scattered quantities from many other 
states. The whole list can be furnished at any time. 

It did not seem profitable to explore all these minor 
movements in detail. I think that this represents the 
major production and transportation of wheat in Canada. 

9. In the United States, you mean? 


A. Yes, in the United States. The one exception 
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I should like to give is this. Yomwilli notice. Khare not 
said a thing 
about the State of Pennsylvania, although it appears there 
with 22 million bushels. There has got to be a limit. 
I do not know what happens to the wheat from the State 
of Pennsylvania, except that I think I can be positive 
in saying that little of it is exported. It is absorbed 
to the best of my knowledge - and I have been in Pennsyl- 
vania from time to time - chiefly in domestic ©: 
consumption in that state. I offer as being somewhat 
comparable, and some of the wheat from some of the other 
states I have * omitted could be considered as being 
comparable in economic effect to the 20 million to 
30 million bushels of winter wheat which are grown 
annually in Canada and which do not enter into our export 
picture. That wheat gets absorbed into domestic milling 
in Ontario for soft wheat flour, very largely into feed, 
and generally disappears without seeming to affect the 
export market to any appreciable extent. I think the 
Pennsylvania wheat and much of the wheat from the smaller 
producing states which I have omitted in this “u«study 
may be put off against Ontario as being a similar 
situation. 

9. In view of what you have said, Mr. Armstrong, - 
what is the general conclusion that you feel can be 
drawn from this analysis of the export wheat growing 
areas of the United States? 

A. I have tried to give a picture of the trans- 
portation factors in the United States wheat economy. 
The general statement which I should like to offer as 
a comparison is that the movement of the Western Canadian 


crop is for an average distance of 770 miles at an 
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average rate of 20¢ per hundred pounds. 

Q. You want to set that figure against the various 
rates that you have quoted from these representative 
points in the three regions of the United States wheat 
growing economy? 

A. To sum up, I am entirely willing to risk the 
reasoned opinion that on all movement of wheat, wheat 
flour and milled feeds in the United States, the prevailing 
rates will be at least twice as high as in 
Canada. To put this conclusion in other words, and I 
wish to be very careful how I make this statement, my 
opinion is that if we could take the entire freight 
earnings of all the United States railways on wheat 
flour and mill feeds, and eee this figure of the 
total volume of wheat sold off farms in the United States 
and shipped by rail - - 

Q. You emphasized "sold off farms"? 

A. Yes. I wished to stress that point, and also 
"Shipped by rail". I wish to emphasize that point. If 
‘that were done, the resulting average rail transportation 
charge would, I believe, be at least twice as high as 
that now prevailing in Canada. 

THE CHAIRMAN: What is the cause for the 
emphasis on "sold off farms"? 

A. I am now coming to that point. 

Q. Do it in your own way. 

A. In justice to everyone, I felt that I should 
explain that it is extrememly difficult to obtain figures 
and statistics to bear out my conclusion. I have doné 
quite a bit of research in that direction and I have not 


been able to obtain a complete figure. I am very much 
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afraid that someone might waste time, as I have wasted time 
on this; and I thought I could save a lot of time to other 
students who might be able to carry this research 
further, and thereby give me very useful information , 
incidentally, by pointing out the only available figure 
I have is on page 49 of the statistics of railways in 
the United States, 1947. 

MR. SINCLAIR:Q.That is the only available 
figure on United States movement and earnings? 

A. In 19475. the year which I wa analyzing; and 
that shows a total movement of approximately 43 million 
tons of wheat originating -that is an important word, 
"originating"- as compared with total freight revenue 
from all traffic, of slightly over $212 million. If 
you fall into the trap and you extend that 43 million 
tons into bushels, you get 1400 million bushels; and 
if you divide that into $212 million, you get an average 
of 15¢, and it looks as though my reasoned opinion had 
not been very well reasoned. But that is not the way 
you have to do it. In the first place, the earnings 
figure of $212 million is inadequate, although not 
grossly inadequate. That happens to be the wheat 
earnings of Class I railways; and good many million 
dollars - not a significant amount - + 
but some millions of dollars - are won by Class II 
railways and are not reported in this form. 

THE CHAIRMAN:@2-.I think we were told the 
other day that Class I railways handle about 98% of 
the whole traffic? 7 
A. Yes, quite. We found that in the case of wheat 


we might find another 5% or so to be added to this Class I 
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railway wheat revenue. But that is not my difficulty. 
The revenue is not too bad. If you will take $215 
million or $220 million in 1947 as the wheat revenue of 
the United States railways, I think you would not be 
too far orf. 

Looking at the other thing and the 43 million tons 
which works out at 1400 million bushels, you will notice 
that I stressed the word "originating". "Originating' 
is a term to describe certain classes of freight, is 
used by the Interstate Commerce Commission under their 
definition as being freight which is being moved from a 
point on the railway in question, without a record of 
previous line haul. 

9. Of previous what? 

Alrebineshautl:.s that is, if freight: isushipped® by 
railway "A" to a point over railway "B" and there is a 
through rate and a through bill of lading, railway "B" 
does not show that freight as originating on its line. 
It is shown as originating on the lines of railway "A". 
It has a record of previous line haul. But when the 
movement is interrupted by the issue of a new way bill, 
by a stop-over - that is not in transit over, that is 
stop-over and re-billing - or when it moves from one 
form of transportation to another, the freight in question 
originates again. It originates on two railways. 
Applying that distinction to the movement of wheat in 
the United States, I can give you a very large sample. 

I am not trying to analyze the whole thing; in fact, nobody 
can. I am sure the Interstate Commerce Commission could 
ao give you any full information about it, but I can 

give you one important example. All the wheat that is 
moved from Duluth by water to Buffalo and there re- 


shipped by rail originates twice. It originates once on 
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the railway which brought it to Duluth and it originates 
again on the railway which took it to New York or 
Baltimore, so that you count these bushels over twiee, 
and there is a tremendous lot of that. Let us consider 
how we would try to get at the actual figure of wheat 
moved in the United States for the purpose of my con- 
clusion. We would have to start out by getting the amount 
of wheat which is shipped by rail from country points. 
We have that figure for Canada. We assemble that figure 
in Canada, and we have it daily. I have it here going 
back for years in Canada, and for each of the major 
railways. We know how much we move out of country 
elevators. But telegrams, telephone conversations 
and visits to offices in Washington have produced the 
unfailing reply that there is no such figure about the 
United States in the hands of the Association of American 
Railways, the Interstate Commerce Commission or the 
Department of Agriculture. Hence I cannot get that 
figure. Therefore I have to go at it the other way. I 
have to do something in the nature of what I hope is 
intelllgent guessing. In 1947 we had 1,367 million 
bushels of wheat in the United States production. As I 
pointed out, that was an exceptionally large crop. 
Following the habits of exceptionally large crops, the 
inevitable custom, some additional quantity was added to 
the @arry-over. I have not been able to trace that figure, 
but you can assume there was 4 substantial addition to 


the carry over in a year of a most unusually large crop. 


That would not move by rail that year. In the second 
place, there is feed and seed. I have a lot of feed and 
seed figures which I could go on playing with for a long 


time. All I can tell you is that they are somewhat 
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difficult. The ten-year average use of seed on farms 
in the United States is nearly $77 million. In the 
year of 1948-49 and the year of 1947-48, it was $91 


mi bbion ; 


(Page 18235 follows) 


< { it im vat Paths : <7 wy . : ) 2 % rs 
a aie 


i 7% 
. 5 


oe LT | 
"Ts? ie 


see MOR 


» a < 
7 Me! AC Maat ; gi 
Ort ll 


i ae Oe 
: ue hel P = 


NP 


- 18235 - Mr, Armstrong 


Q. You said "dollars" in your first figure, 

A. I am sorry, 91,000,000 bushels, so that there is 
another 91,000,000 bushels you have got to take off your 
1,365,000,000 because they never moved it. Then you come 
to what is fed. On that point we are up against it. 

The average ten year feeding in the United States on the 
farms where wheat was grown was 97,000,000 bushels, 

That we know did not move out by rail, but the average 
total feeding on United States farms for the 10 years 

was 225,000,000 bushels, the total feeding on United 
States farms. Now, what proportion of that represented 
feed which did not move sufficisntly far so that it 
acquired a rail haul and became registered in my figure 
here, and what proportion of it consisted of trucking 

at good truck rates such as we have heard about, trucking 
from one farm to another in the area in which it was 
grown, I do not know, My best opinion is that you ought 
to take at least 50% of it as having been locally used 
and therefore not having obtained rail haul. 

Then we go on a little further. We have to consider 
wheat which is milled locally and never enters rail haul, 
That is the sort of thing we are not very much accustomed 
to in Canada, but in the United States, with greater 
settlement and greater orban development in much of the 
United States, there is a great deal of that. There is a 
great deal of local milling for local consumption. In 
many cases I know by personal knowledge you will see 
truckloads of wheat coming into United States towns and 
villages to be milled for local use, That is another 
very large point. 

So that you take all these things together and I am 
willing to say instead of the 1,443 million bushels which 


you arrive at by using these Interstate Commerce Commission 
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figure of tons originated, that the actual movement of 
wheat in the sense in which we would compare it with the 
movement of wheat from country elevators in Canada by 
rail, that the actual movement of wheat that year in the 
United States positively did not exceed 900,000,000 
bushels and improbably exceeded 800,000,000 bushels. So 
what you get there is a general picture once again, and 
I hope, as I say, an intelligent guess, I do hope if any 
research is done on it I will have the opportunity to 
benefit from the research, It is a long job if long 
term research is made, and I should certainly like to see 
it. I think you will find in the United States if you 
move 800,000,000 bushels a year by rail you are . 
moving a lot, and that that would have, generally speaking, 
a return to the railways of $200,000,000 or $225,000,000. 

Q. Which is an average -- 

A. Well, I haven;t done it but it is between 25 and 
30 cents a bushel against an average in western Canada 
Of side 

THE CHAIRMAN: An average of -- 

MR. SINCLAIR: 25 to 30 cents a bushel in the 
United States as against an average of 12. 

THE CHAIRMAN: The freight rate. 

THE WITNESS: Yes. That is not complete. The whole 
thing has not been worked out. The whole thing would have 
to be worked out. I can only tell you after a lot of ex- 
perience in this field and after many attempts to get a 
better figure I have never been able to get any closer 
result than that. 

MR. SINCLAIR: Q. The reason for your explanation, 
Mr. Armstrong, is that you cannot merely take the I.C.C. 
statistics and come out with an answer that is comparable 


with the movement in Canada because of the fact that the 
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Statistics are maintained and kept under different methods? 


A, They are maintained for different purposes, These 


Statistics were not assembled for the purpose of enabling 


me to make an argument before this Royal Commission, but 
that is a routine regular annual part of the United 

States railway statistics, and they are not given for this 
purpose, I offer that as a sort of warning to any adven- 
turer in this field who would like to carry on my research 
for the next few years, 

Q. Mr. Armstrong, having dealt with the United 
States situation I would ask you now to turn to the other 
briefs from western Canadian organizations in connection 
with the Crowsnest rates. These are smaller briefs, Mr, 
Chairman, and I do not intend to treat them in a very 
exhaustive way. Have you examined the briefs, Mr. Arm- 
strong, submitted by the Saskatchewan Association of 
Rural Municipalities, the Saskatchewan Associated Boards 
of Trade and the Saskatchewan Urban Municipalities 
Association? 

A, Yes, sir. 

THE CHAIRMAN: What are these? 
MR. SINCLAIR: Some of these briefs are merely one 
page letters, "me too" examples of submissions, 

Q. Have you any comments on those, Mr. Armstrong? 

A. None of these briefs give any attention to the 
Subject which I am discussing, and that is the economic 
Significance of the so-called Crowsnest rates. In each 
of these briefs it is taken for granted that an increase 
in these rates would be seriously disadvantageous, they 
always say , to the farmers, and as that is probably in- 
correct - at least in my opinion - I don't know that I 
could make much further comment on these briefs. 


Q. The next brief I wish you to consider is that of 
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the Alberta Federation of Agriculture. Have you studied 
that brief? 

As X68, S10. 

Q. Have you any comments? 

A, Well, this brief, in common with others, lays 
the greatest stress, and correctly in my Opinion, on the 
importance of wheat in the economy of Canada, and partic- 
ularly of the prairie provinces, Everyonenagrees about 
that. It goes on to express warm support of the various 
agreements between Canada and other nations concerning the 
sale of wheat as a method of stabilizing prices. I am 
not discussing this. 

Q. Your remarks on that were in your earlier evidence? 

A. I pointed out that was one possible method of 
stabilizing prices which was being experimented with at 
the present time. 

Q. Yes? 

A. But then this brief goes on to discuss the his- 
tory of the Crowsnest pass agreement which was terminated, 
as we all know, some years ago by Parliament. 

THE CHAIRMAN: What page is that? 

MR. SINCLAIR: That runs pretty well through this 
brief, and I think the only comment we want to make on it 
is a short one. The brief takes a rather unusual view 
concerning certain grants that the Canadian Pacific have 
earned. 

THE WITNESS: Throughout it speaks of the Crowsnest 
Pass agreement, despite the fact it was terminated in 
1925, on the assumption that this agreement is BCLs: An 
effect. In fact it puts forward on page 10 a most extreme 
statement,-"if the Crow's Nest Pass agreement was found 
untenable by the C.P.R"-- 

THE CHAIRMAN: Where is that? 
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THE WITNESS: Page 10, sir, 

THE CHAIRMAN: I would like to get the wording. 

THE WITNESS: The last paragraph on page 10. It reads 
reads: 

"It would be our opinion that if the Crow's Nest 

Pass Agreement was found untenable by the ©.?.h, 

then it should be reconsidered on the basis of 

reverting back to the government these many assets 
which have been turned over to the railways at one 
time or another, both in regard to the main and 

Crow's Nest lines," 

MR, SINCLAIR: Q. Have you a short comment to make 
on that? We will argue that to some extent, if necessary. 

A. I can only say it is quite unreasonable to suggest 
that the now terminated Crow's Nest agreement ever had 
any relationship to land grants made by the Canadian 
government to obtain the construction and continuous oper- 
ation of the Canadian Pacific Railway under charter of 
1881, 

THE CHAIRMAN: I would call your attention to the 
fact that Mr. Armstrong keeps on repeating that this 
agreement is terminated. 

THE WITNESS; That is my opinion. 

THE CHAIRMAN: It is a legal rather than any other 
kind of question. 

MR. SINCLAIR: Yes, my lord; very early in these 
proceedings -- 

THE CHAIRMAN: It should not be taken for granted 
in the evidence that everybody is admitting the agreement 
is terminated. 

MR. SINCLAIR: That is our contention, that insofar 
as the rate part of the agreement is concerned it has been 


terminated by unilateral action on the part of the dominion 
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government. 

THE CHAIRMAN: Yes, I am quite prepared to hear 
that put forward as an argument. 

MR. SINCLAIR: I would not think it surprising, sir, 
that Mr, Armstrong, having read our brief on that, might 
be in agreement with it. 

MR. FRAWLEY: My friend is aware that subsection 5 
of section 325 makes special reference and says: 

4 notwithstanding anything in this subsection 

contained, rates on grain and flour shall, on and 

from the twenty-seventh day of June, one thousand 
nine hundred and twenty-five, be governed by the 
provisions of the agreement made pursuant to chap- 
ter five of the Statutes of Canada LEO Ager 

MR, SINCLAIR: I am very familiar with that section, 
and I say that the interpretation I put on it, and which 
is developed in the brief of the Canadian Pacific, in my 
submission clearly demonstrates that while the level of 
the rates is fixed the agreement does not govern grain 
movement in western Canada, and has not since 1925 when by 
Statute this provision became operative. 

THE CHAIRMAN: Of course we are quite prepared to 
hear your argument. 

MR. SINCLAIR: I am rather surprised that my friend, 
Mr. Frawley, would draw my attention after all these days 
to the section in the statute and say to me, "did you 
forget that"? 

MR. FRAWLEY; Our only reason is that the witness 
keeps telling us quite plainly, "the now terminated 1897 
agrement." 

MR. SINCLAIR: We say it is. 

THE WITNESS: I cannot describe it any other way. 

THE CHAIRMAN: The point is this. As a matter of 
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legal construction you Say this agreement has terminated, 
you say Mr, Armstrong is entitled to use that language as 
your witness? 

MR. SINCLAIR: Yes, 

THE CHAIRMAN; Mr. Frawley disagre’s with all that. 

MR. SINCLAIR: Yes, 

THE CHAIRMMA : Go on, then, 

MR. SINCLAIR: As I say, Mr. Chairman -- 


THE CHAIRMAN: If a witness in the course of a tria 


keeps on saying "John Smith is dead", you must find out 
some time or other whether everybody admits John Smith is 
dead. John might not like that. 

MR. SINCLAIR:I can quite understand my friend may 
have something different to say, but Mr, Armstrong is not 
a lawyer, and all I suggest is, as I said earlier, that 
it is not surprising that he, and I hope others, after 
reading our brief have seen that the contention we put 
forward is the correct one, 

“put 

MR. FRAWLEY: It is just a superstition;/it is 
one of those old Irish superstitions that are very much 
alive. 

MR. SINCLAIR: No doubt we will hear from Mr. 
Frawley on that. | 

Q. There is one further brief that has been filed and 
which came in quite late. That was the brief from the 
Edmonton Chamber of Commerce, the Calgary Chamber of 
Commerce, the City of Edmonton and the City of Calgary and 
it 1s dealing with these Crow's Nest rates, Is there any- 
thing new in this brief? 

A. Yes, there is. It repeats, of course, the usual 
argument about the status of the Crow's Nest Agreement , 
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exports than the Canadian spring wheat farmer, and being 
closer to his markets and that sort of thing, but it has a 
new idea. It says very plainly -- 

Q. You mean new to these other briefs? 

A. 16s, It says very plainly that the American 
farmer gets his farm requirements cheaper than does the 
Canadian farmer opposite him, as one might say. It is 
very definite about that. 

Q. Yes? 

A. Point 2 at the top of page 3: 

"..+.the American farmer gets his farm requirements 
cheaper than does the Canadian farmer situated 
on the other side of the border, The very Signific- 
ant effects of the tariff on farm costs in western 
Canada cannot be ignored...." 

On that point I can only say that this may be true for any 
type of goods. Any particular thing may be bought in the 
United States more cheaply than across the border in 
Canada. 

Q. May be, you say? 

A. Yes. A great many things are. We know that. I am 
not going to attempt to analyze all farm requirements and 
see how prices compare but what I do want to say is that 
this is not the result of any railway policy in Canada. 
Canadian railways not only draw the Canadian farmer's wheat 
to market much cheaper than do the United States railways 
but in addition they provide cheaper freight rates: than 
United States railways do on the goods which the farmer buys, 

Q. Yes? 

A. This brief simply suggested that point, that 
Canadian railways should be given the burden of correcting 
the difficulties under which the western Canadian farmer may 


labaur as compared with his friend across the border, 
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Q. That is price-wise on commodities if there is a 
difference, 

A. It tries to introduce into a freight rate discussion 
the questien of providing compensation for any disadvantages 
which may have arisen from Canadian tariff policy. Indeed 
in speaking of the higher prices which the United States 
farmer gets for his wheat it also tntndaites: set Consdten 
railways in some way are responsible for the difference in 
wheat marketing policies in the two countries. I can only 
Suggest according to that line of argument Canadian rail- 

. ways would become solely responsible for guaranteeing 
economic conditions in Canada identical with those in the 
United States, and really that does impress me as being a 
rather large task for a couple of transportation companies, 

Q. Mr. Armstrong, I am now going to ask you to sunmmar- 
ize your evidence on the matter of the Crow's Nest rates, 
and I think you have it under three heads, three points, 

A. Yes. All these western briefs contain the same 
ideas, The first idea is that export grain rates are paid 
by the farmer, This I think I have demonstrated to be not 
automatically true. 

THE CHAIRMAN: Q. How is it true then? In what way 
is it true? You say it is not automatically true. 

A. I wish to point out that it is not incredible, in: 
my opinion, that an increase in freight rates may con- 
ceivably be borne by farmers in certain circumstances, I 
am Saying that to lay down the principle that all increases 
in freight rates are automatically borne by the farmer, 
which is the note of these briefs, is, I think, incorrect, 

As a matter of fact, I would be quite interested to 
know whether the spokesmen for western farmers in this 
particular case all accept the theory which automatically 


arises from their contention that the present freight 
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rate assistance in respect of feed grain shipped to other 
parts of Canada from the prairie provinces increases pro 
tanto the price received by the grain growers on the 
prairies. I have heard more than one discussion with 
western grain growers in which they did not seem to be so 
certain, They thought the eastern feeder gets the advantage 
of that, and there is a case of a freight rate being 
reduced, in fact, abolished to no small extent - 

MR. SINCLAIR: From Calgary to Vancouver the assis- 
tance amounts to the full tresportation cost, and it is paid 
directly to the user, 

THE CHAIRMAN: To whom? 

MR. SINCLAIR: To the user, the feeder, 


THE WITNESS: And the prairie grain grower does not 
seem so -- 

THE CHAIRMAN: Who pays the freight in the first 
instance, the shipper or the user? 

MR. SINCLAIR: I think that there is a certificate 
that must be attached. 

THE CHAIRMAN: It would be easy to find out how the 
subsidy works. 

MR. SINCLAIR: I think some evidence was given in 
Vancouver that the receiver paid the freight, and with a 
certificate then received back from the government the 
amount of the assistance. 

THE CHAIRMAN: What is the percentage of the ~ 
assistance? 

MR. SINCLAIR: 100% from Calgary to Vancouver, and it 
varies, 

THE CHAIRMAN: From Calgary to the Pacific coast it 
is the whole thing. 

MR. SINCLAIR: That is right. 

THE CHAIRMAN: So so far as the shipper and the 
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consumer are concerned it travels free. Is that it? 

MR. SINCLAIR: That is it, and Mr. Armstrong's point 
is that under the thought expressed in these briefs that 
would mean that the western wheat grower, who grew this seed 
grain, would have received that full advantage because his 
transportation costs had, of course, been reduced to zero. 

Q. What is your next point, Mr. Armstrong? 

A. My next point deals with the question of whether 
the existing grain rates are fixed by the Crow's Nest agree- 
ment or not. There is a legal point again, I do not want 
to step out of my field but may I point out I was discussing 


this as an economist. 


(page 18247 follows) 
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I am trying to point out that the economic level of the 
existing grain rates does not result from a Crows Nest 
agreement, if that were wiped out. 

Q. In other words, aside from the legal point, you 
say that from an economic aspect the Crows Nest Pass 
agreement is not the operative factor? 

A. I am bound to have that opinion. 

THE CHAIRMAN: Q. Is not the operating factor? 

A. Is not the controlling factor on grain rates sat the 
present time. 

MR SINCLAIR: Q. Now your third point? 

THE CHAIRMAN:Q.I am not just sure that I under- 
Stand what that means. We have the statute which provides 
that certain ratesshall prevail. 

A. That is the controlling factor, sir. 

Q. Wherever they were found, in this agreement or 
elsewhere. Now, what is it you are saying about them? 

A, I say that as a matter of history, sir, I know 
thet the rates were originally fixed under an agreement. 

Q. We 311 know that, yes. 

A. And I know that as far as I am concerned they are 
fixed now by a statute. 

THE CHAIRMAN: We know how on the one hand ex- 
tensions were made and on the other hand liberations were. 
made in favour of the railway. We know that. Is there 
any use now going over that? 

MR SINCLAIR: No. I was trying to pass on to his 
third point, sir. He was just trying to summarize his 
evidence on these briefs, and that was his point number 2, 
and I am now asking for the third point. 

THE WITNESS: The third point which I found 
throughout these briefs is the repeated statement that any 


alteration in the existing grain rates would introduce 
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instability -- that is a word which is quoted and repeated 
-- into the western Canadian economy. Now, presumably most 
of those whose spokesmen have filed these briefs have wel- 
comed more or less warmly the negotiation of the existing 
international wheat agreement; certainly at least some of 
them haves; some of the bodies who filed are on record as 
favouring the present international wheat agreement as 
being the method of obtaining stability for the western 
farmer. Now, that instrument provides for prices for wheat 
which are permitted to vary in this crop year, in the 
present crop year, from August l, 1949, to July 31, 1950, 
as between $1.98 in Canadian currency and $1.65. During 
the four years of its life this instrument provides for 
variations between $1.98 and $1.32. I can only sey that 
this is a degree of instability far in excess of any which 
would probably be introduced by repealing the statutory 
provisions in respect of the existing grain rates, 

MR SINCLAIR: That is the direct examination. 


THE CHAIRMAN: Any questions to Mr, Armstrong? 


CROSS-EXAMINED BY MR MACPHERSON: 

Q. Mr. Armstrong, you told us the other day in opening 
that there were 1,800 million bread-eating people in the 
World ,.i think ? 

A. I pointed out that there were at least 1,800 
million people who eat some bread, that the greater part 
of them use bread as their staple food. There is always a 
marginal area in which people swing from wheat to rice and 
from rice to wheat. 

THE CHAIRMAN: Q. When you say bread, do you mean 
wheat bread? 

A. I mean wheat bread, yes, sir -- wheat bread in one 


form or another, even if it is dilwted to the form of the 
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low-grade mixed bread we are so familiar with in some 
continental countries. 

MR MACPHERSON: Q. Mr, Armstrong, can you tell 
us what the average world production of wheat annually is? 

A, About 6,000 million bushels, along in that order. 

Q. 6,000 million bushels, which would be about 6 
billion bushels? 

Ape Ve olen, 

Q. Now if you will turn to page 103 of the Appendix 
to Part I, the Canadian Pacific has there given the final 
figures of wheat crop in the years from 1915 to 1948 in- 
clusive? 

A, Yes, sir: 

THE CHAIRMAN: What page did you say? 

MR MACPHERSON: Page 103, my lord, of the C.P.R. 
brief Appendix. 

Q. So with a total--- 

THE CHAIRMAN: What was it you just said? 

MR MACPHERSON: What I said, my lord, was this, 
that page 103 shows the final figures of wheat crop in 
bushels from 1915 to 1948 inclusive. 

Q. With ea world production, therefore, of 6 billion 
bushels, not in a single one of these years was the total 
production of Canada 10 per cent of world production? 

A. Quite right, sir. 

Q. And in some years less than 5 per cent of world 
production? 

A. Yes, str, 

Q. Now, you have just referred, Mr. Armstrong, to the 
international wheat agreement, and I think it would be well 
if a copy were filed as an exhibit, which I propose now to 
do. This is the international wheat agreement which was 


entered into at Washington on tihe 23rd of March, 1949, and 
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the Canadian ratification wes deposited on May 12, 1949. 


---EXHIBIT 211: International Wheat Agreement, 
Washington, March 23,1949, 
Canadian Ratification deposited, 
May 12,1949, 
MR MACPHERSON: Q. Now, according to this sgree- 
ment, as you know, Mr. Armstrong, there were 42 signatories? 

At “Yes: 

Q. Of whom 37 were importers and 5 exporters? 

ny Nese sin. 

Q. The 5 exporters being Canada, the United States, 
Australia, France and Uruguay? 

a NES Oly 

THE CHAIRMAN: Not Argentina? 

MR MACPHERSON: Not the Argentine, no. 

THE WITNESS: They refused to sign, didn't they? 

MR MACPHERSON: Not the Argentine and not Russia, 
Russia I believe was in conference in the early stages but 
was not there in the latter stages. At page 20 of the 
agreement, my lord, you will find the price to which Mr. 
Armstrong has just referred. 

Q. And that price is fixed, as you said, at $1.80 as 
the top price? 

Ag MET SOS now, 

Q. I am talking about the agreement. It is $1,80 in 
American funds. At page 20 of the agreement, it is $1.80 
as a maximum price, end the minimum -- that is, the floor 
-- shifts from $1.50 in the crop year in which we now are 
to $1.40 in 1951, $1.30 in 1952, and $1.20 in 1953, in 
Canadian currency per bushel at the parity for the Canadian 
dollar determined for the purposes of the international 
monetary fund as at March 1, 1949, which means in Canadien 
currency thatt the maximum is now $1.98 because of the de- 


valuation, amd the low floor of $1.20 is $1.32. That is 
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correct? 

A. The figures I gave, yes. 

Q. But thet is the agreement, Now, I referred the 
other day, my lord, to the fact that the United States 
was paying a subsidy, and I want to make clear now just 
what that position is. On page 10 of this agreement the 
gueranteed purchases by the 37 countries, the importers, 
amounts to 456 million bushels for the period? 

A. <A year. 

Q. 456 million bushels. Now, the guaranteed Sales, 
the United States guarantee sales of 168 million bushels, 
on page 12, and the Chicago market is about $2.30 now; 
that is correct? 

Aw, Yea. 

Q. So that the American exchequer pays to the seller 
who exports within that 168 million the difference between 
$1.80 and $2.30 or whatever the selling price is on the 
market? 

A. Not quite the way the agreement reads, but still--- 

MR SINCLAIR: Have you got an extra copy? 

MR MACPHERSON: No. 

THE WITNESS: That is not quite the contract, you 
see, Mr. MacPherson. The agreement is that the United 
States will make available for sale 168 million bushels 
end that other countries will buy it. This agreement does 
not cover nothing but bulk sales between governments. It 
is provided that it may be handled through private trade. 
All that this agreement binds the United States to is this, 
that if at the end of a crop year the United States has not 
made available for sale to other countries and exported to 
other countries 168 million bushels, then it has got to make 
up the difference; but, as you see, it is a different pic- 


ture altogether to the one that you have. 
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MR MACPHERSON: Q. What I am Saying to you is 
that the American seller gets the price on the market for 
the grain that is sold? 

A. Yes. 

Q. And all under this agreement that the importer 
can be charged is $1.80 in American funds? 

Hs Unless he is willing to pay more. There is no 
obligation; there is no obligation. 

Q. Yes, there is, 

A. There are no obligations, 

Q. Is not $1.80 the ceiling during the period under 
this agreement? 

A. Yes, I agree with you, but I think you are 
Slightly misunderstanding. But the subject is a little 
complex, perhaps. The point is that if the Chicago market 
goes down to $1.80, then the United States Government is 
not obligated in any way to pay $1.80, 

Q. Quite; but the price today is $2.30? 

A. Yes, 

Q. The price has been as high as $2.38? 

As Yes, | 

Q. And the difference between $1.80 and that $2.30 
or $2.38 comes from the exchequer of the country? 

A. To the extent to which it is necessary to do that, 
in order to complete the year's undertaking to export. 

Q. Theat 16 right, 

A. To that extent. 

Q. Now, you have told us that the world production of 
wheat was 6 billion bushels? 

ik .pproximately, very approximately, yes. 

Q. And so far as this agreement is concerned, it has 
as Signatories most of the importing countries of the world, 


has it not? 
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b+ AYess 
Q. Very few importing countries that are not 
parties to this agreement? 


A. Now if Germsny and Japan get taken in I think it 


will pretty well take up the list, yes. 


Q. I em coming to Germany ana J-pan; but what I want 
to point out to you, Mr. Armstrong, is that all these 37 
countries will guarantee to take for world trade over the 
period is 456 million bushels; that is right? 

A. Yes, 

Q. And according to the announcement of Mr. Howe in 
Parliament the other day, Germany and Japan ere being 
taken in, which will increase this smount of world trade 
guaranteed to 556 million bushels? 

A, That is right. 

Q. And whereas Canada under this agreement has 
203 million bushels of the 456 to furnish, with Germany 
end Japan in in the current year that will go to 220, and 
increase progressively in the last year to 230; that is 
correct? 

A. Yes, that is correct. 

Q. Then having regard to the nats Mr, Armstrong, 
that the world production is 6 billion bushels, that these 
countries have been careful to fix their requirements as | 
low as 456, or adding Germany and Japan at 100, 556, world 
trade is a small proportion of world production, and 2 very 
small proportion? 

A. Yes, 

Q, And Canada's proportion of that, 220 this year to 
230 in the last year, is a very high percentage of the 
guaranteed world trade, which indicates to what extent 
Canada is dependent in the matter of its exports on world 
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(No answer). 

THE CHAIRMAN: Q. Do you agree with that? 

A. But Mr. MacPherson did not ask me a question. He 
is making a speech, and I thought he was going on. You 
asked me a question? What is the question, Mr, MacPherson? 

MR MACPHERSON: May we have it resd? 

THE REPORTER: "And Canada's proportion of that, 
eel Unis Year >to 230 in the last year, isa very high 
percentage of the guaranteed world trade, which indicates 
to what extent Canada is dependent in the matter of its 
exports on world trade?" 

MR MACPHERSON: Q,. Is that “not- so? 

Ae Yes,-on yes, 

MR MACPHERSON: Now, there are two other exhibits 
that I would file. I have only one copy of each. I do not 
think there is anything controversial in them, and I am sure 
Mr, Armstrong will be familiar with them. They sere reports 
released by the Bureau of Agricultural Economics, United 
States Department of Agriculture, The first is for May and 
June 1949, which I would like to file as Exhibit 212. 

_--EXHIBIT 212: Report entitled "The Wheat Situa- 
= Ve evita "tton" for May-June 1949, by “Burese 
of Agricultural Economics, U.S. 
Dept. of Agriculture. 

MR MACPHERSON: Then the very latest, dated Feb- 
ruary 16, 1950, which I would like to file as Exhibit 213. 

---EXHIBIT 213: Report entitled "The Wheat Situa- 

7a =e.-8 ™ ~“tton" for Jans-Peb;'1950, by Bareay 
of Agricultural Economics, U.S. 
Dept. of Agriculture. 

MR MACPHERSON: Q. You are familiar with these 
reports, Mr. Armstrong? 

A. More than likely, more than likely, unfortunately. 

Q. I know; as a student, I am sure you will be? 


A. More than likely, yes. Yes, I have seen that one. 
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Q. That is the very latest, 
A ee eR. 
Q. Now I would like to read the very first page of 
the last one (Exhibit 213): 

"Canada, with average exports of 182 million 
bushels during 1935-36 to 1939-40, was the leading 
exporter of wheat including flour. The United States, 
with an average of only 53 million bushels, was one 
of the smaller exporters. Argentina and Australis each 
exported more than 100 million bushels. Western 
European countries were the leading importers, taking 
about 375 million bushels annually. 

During 1946-47 to 1948-49 the United States ex- 
ported an average of 463 million bushels of wheat and 
flour -- nine times as much es prewar -- and became 
the leading exporter. Canada increased its exports 
from 182 million prewar to 223 million bushels 
annually, and ranked next to the United States. 
Exports from Australia averaged about the same as 
prewar, but those from Argentina were reduced to 
about half of the prewar average." 

You referred this morning to carry-over in the United 
States, Mr. Armstrong? 
Ase Yes, o:r. 
Q@. And if you will iook at this Exhibit 213 at the 
bottom of page 8 you will see: 
"On July 1, 1948 these stocks had increased to 536 
million bushels, and on July 1, 1949 to 652 million 
bushels." 
THE CHAIRMAN: Where is this? 
MR MACPHERSON: The United States, my lord. 
Q. "While stocks of this size cannot be considered 


large, they are 42 percent above the 1935-39 average 
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of 458 million bushels." 

So that even, Mr. Armstrong, 3llowing for the exports that 
they say they have had, on page 1, of 463 million bushels, 
nine times as much as prewsr, they have a carry-over now 

42 per cent above the 1935-39 average; that would be right ? 

A. In view of the source, Mr. MeecPherson, I think you 
can have every confidence in those figures, 

Q. I thought so. Now, there is certain other inform- 
ation in these that I thought would be interesting to the 
Commission, They have a loan programme in connection with 
the American whest crop, they have a loan programme in the 
United States, loaning money on grain; you know of that, 
Mr, Armstrong? 

A. Very well, Mr. MacPherson, very well. I have 
followed it since its inception. 

Q. On page 3 of this report it says: 

"The loan program has been the biggest factor in 
the considerable advance prices have made since early 
in the season. Large quantities are under the current 
price support programs, and in addition CCC has sizeable 
inventories of wheat." 

Now, CCC is the Commodity Credit Corporation of the United 
States, is it not, Mr. Armstrong? 

As “aeey Ger, ‘OR Yes, 

Q. And that is a government segency? 

Ay Yes. 

Q. Now, on page 4--- 

MR EVANS: Is this still 213? 

MR MACPHERSON: 213, yes -- no, page 4 of Exhibit 

212; that is the issue of May and June 1949: 

"Liberalization of the loan program snd provisions 

for the construction of additional storage space were 


announced on June 7. These include: (1) 'Distress' 
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loans will be made on wheat in temporary storage and 
on wheat piled on the ground in the open in certain 
areas at 75 percent of the full Support level," 
You are familiar with that, Mr, Armstrong? 
A. Yes, sir, 
Q@. Now, as to prices, Exhibit 213 st page 2h---- 
THE CHAIRMAN: What is the period? 
MR MACPHERSON: This is the issue of February 16, 
my lord, the last issue of this, 1950. This gives Table 9,: 
"Wheat: Prices per bushel in three exporting countries, 
Friday nearest mid-month", 
and in hard wheat it takes the United States No.l Dark 
Northern Spring, and Canada No.2 Manitoba, According to 
this table, on the l4th of October, 1949, No.l Dark Northern 
was $2.32, No.2 Manitoba $2.13. On the 27th of January of 
1950 No.1 Dark Northern was still $2.32, with slight voria- 
tions, whereas No.2 Manitoba at Fort William was $1.93. 
Now, that is, according to this table, the price of No.l 
Dark Northern Spring was exactly the same on January 27th 
as it was on October 14th, $2.32, in American currency of 
course; and No.2 Manitoba at Fort William, whereas it was 
$2.13 Canadian currency on October 14th, was $1.93 on Jan- 
Uary 27th. 
A. What year, Mr. MacPherson, if you don't mind my 
interrupting you? 
Q. This year. 
A. Oh, “I see. 
THE CHAIRMAN: Now we can adjourn for a few minutes. 
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UPON RESUMING 

MR. MacPHERSON: If I may, my lord, I should like 
to direct the attention of the Commission to page 6 of 
Exhibit 213 - that is the latest - where it says as follows:- 

"WHEAT PRICES GENERALLY BELOW LOAN; 

SUPPLIES UNDER LOAN AND OWNED BY 

CCC IMPORTANT PRICE FACTORS 

Price of Hard wheat at Kansas City rose 

above the loan the latter part of January, al- 

though prices of Soft Red Winter at St. Louis 

and Spring at Minneapolis continued slightly 

below the loan”. 

THE CHAIRMAN: Are you talking about "below the loan"? 
MR. MacPHERSON: As I understand it, the Commodity 
Credit Corporation loans more than the price of the wheat. 

Q.. Is that right, do you know, Mr. Armstrong? 

A. It often happens, yes. It often happens that people 
who have wheat prefer to sell it at a discount rather than 
hold it under loan. 

THE CHAIRMAN: You say that they lend the farmer more 
than the price of his wheat? 

MR. MacPHERSON; That is right, 

THE WITNESS: More than the price that his wheat 
will obtain in the open market. 

THE CHAIRMAN: More than the value? 

MR. MacPHERSON: @. More than the market price? 

A. Quite so, 

MR. MacPHERSON: To continue reading from the Exhibit:- 
"All prices were off in early February. 
With some recovery, prices on February 7 


were as follows, loan in parentheses: No. @ 
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Hard Winter, ordinary protein, at City $2.17 
(2.20); No. 1 Dark Northern Spring, ordinary 
protein, at Minneapolis $2,154 (2.22); No. 2 


> 


Red Winter at St. Louis $2.22 (2.25); and 


No. 2 Soft White at Portland $2,184 (2.16)." 


The last 


than the 


loaning 


figure is the only instance where the loan was less 
market price. 
THE CHAIRMAN: Is there any explanation justifying 
in excess of the value of the article? 
MR. MacPHERSON;: There is none here, my lord. 
COMMISSIONER ANGUS: Is there any security for the 


loan other than the wheat? 


Q. 
A. 


A. 


MR. MacPHERSON: None. What I mean is this. 

There is no personal covenant, is there? 

No; the loan is on the wheat. 
THE CHAIRMAN: Q. Is there any personal covenant? 


It is without any personal covenant. The loan is 


on the wheat purely and simply; it is a chattel loan. 


Q. 
hands of 
A, 
A. 
think so 
not want 
they are 
storage 
Q. 


capacity 


If the wheat disappears, there is no recourse in the 
the government? | 
No. 

I mean, in the absence of fraud? 

No. 

It is wheat left out-of-doors? 

The government may insure itself, but I do not 

. I think it just takes a chance on that. They do 
to leave it out-of-doors if they aanhelp it, and 
constantly trying to get the farmers to built more 
capacity so as to store it safely. 


Will they loan them money to build that storage 
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A. Yes, they will loan money to build that. Would 

you mind if I added something to that? 
MR. MacPHERSON: Q. Go ahead, 

A. The reason why you so frequently find wheat 
Selling below the loan value in the United States from 
time to time is that lots of farmers prefer to get the 
wheat off their hands at (Continued on next page) 
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a discount of 2 or 3¢ under the loan rather than pile it 

up and wait to sell it later on. It is true that they can 
get the money from the government in cash and keep the 
wheat. But I can understand the mentality of the farmer - 
and I think we all can - with a lot of wheat on hand, who 
fills his bins with wheat and takes the money and sits there 
and watches the wheat. Lots of farmers want it out. They 
want to get rid of it. They have got to do their trucking 
at a convenient time. They do not want to get themselves 
into the jam of having a lot of .wheat on their hands. 

THE CHAIRMAN: So far, from what Mr. MacPherson 
has read, I do not know to what extent the farmers follow 
that practice or the extent to which they sell at a lower 
price. I do not know that. The fact remains that they may 
borrow more money than their wheat is presently worth, and 
without any personal covenant. If the wheat is gone, it is 
just too bad. 

MR. MacPHERSON: Yes. 

THE CHAIRMAN: What is all this evidence given 
to us for? 

MR. MacPHERSON: I am simply giving it in 
conjunction with other evidence as a basis for argument 
that I will later make, to indicate that so far as Canada . 
is concerned none of these devices are being followed. 

There are devices like that in the United States, but none 
are being followed here. Then I want to stress that, as 
I will, in connection with the necessity of low freight 
rates. 

THE CHAIRMAN; Always on the assumption, of course, 
that any increase in the freight rate would be borne by 


the farmer? 
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MR. MacPHERSON: Yes. I am coming to that. 

THE CHAIRMAN: That is a matter about which we 
are uncertain, as far as the evidence goes. One says yes, 
and one says no. 

MR. MacPHERSON: I am coming to that in a moment. 
But I wanted to point out one or two points for my general 
argument or the argument I will make in this connection. 

On page 3 I find the following:- 

"Total world breadgrain grade for 1949-50 

is now expected to be reduced 10 percent or 

more below 1948-9." 

That is the statement they make here. Then the last 
reference I wish to make to these exhibits is to this last 
one at page 3 where it deals with the condition of fall 
sown grains as being unusually favourable in most European 
areas at latest report. Then the condition in the United 
States is also indicated as good. 

There is one Other point In connection with these 
United States Exhibits to which I should like to refer and 
that is on the last page of Exhibit 212. There is given 
there United States production from 1929 to 1948 inclusive. 
It will be seen how it has increased from an average of 
about 800 million bushels per year prior to 1942 to the 
top figure, as Mr. Armstrong gave us this morning, of 
1,367 million in 1947; 1,288 million in 1948; and over a 
billion each year since 1944. 


Q. And the 1949 crop was also over a billion, was 


BA. ~Yest 
Q. For Mr. Armstrong's information, this table 
indicates as well what was fed to livestock and what was 


ground at mills for home use or exchanged for flour. 
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AL. Thet.is right. 

9. Which would somewhat lessen the figures you gave 
this morning, but it would be a matter of information? 

A. I am sorry, but they are not comparable figures. 

I did not attempt to give a figure showing what was ground 
at home or exchanged for flour. 

Q. Well, you made an estimate on that basis? 

A. No. I made an estimate of the total local millings 
in local areas handled by truck and not shipped by rail. 

I did not put a figure on that. I merely pointed out that 
it would be quite a large quantity. 

Q. I understand that information will be of assistance 
in that connection. Dealing with this question as to who 
pays the freight, you were very definite yesterday on a 
number of occasions as to your view and as to your opinion, 
were you not? 

a Vibinope sa, sir. 

Q. At page 18062, you said that a moderate increase 
can be forgotten so far as the farmer is concerned? 


Bh. Yea) str. 1 am quite sure I (olnia be 


>) 
: 


At page 18063 you said that a moderate increase 
could not possibly damage his interests? 

Ae ORs 

Q. At page 18109 you said you were not going to 
hurt the farmer at all? 

gy. YSe> 

Q. At page 18119, in answer to a question, you said 
in reason, without fear or tremor. 

A, . Yea, Bin. 

Q. At page 18132, in a conversation with the Chairman, 
you said that as long as wheat flows, he would not be 


injured? 
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MR. SINCLAIR: "Freely". 

THE WITNESS: I said "freely". 

THE CHAIRMAN: What was that? 

MR. SINCLAIR: As long as wheat flows freely, 
he would not be injured. 

MR. MacPHERSON: Q. Then when the definite 
question was put to you as to the statement in the provincial 
Briefs which indicated that the farmers paid the freight, 
you said definitely "I do not believe it"? 

A. “Theo Le rien. 

MR. SINCLAIR: Invariably. 

THE WITNESS: Invariably; not at all times. 

THE CHAIRMAN: What is that? I did not hear 
what Mr. Sinclair said. 

NR. SINCLAIR: I said that the position taken 
by some of these Briefs was that they invariably paid. 
There was one speech where your lordship pointed out - 
that was the first reference I found - that it was only 
substantially. He kind of departed from the earlier 
assertion. 

MR. MacPHERSON: We will just read it again. 
This is what was said, as appears at page 18165:- 

"MR. SINCLAIR: If what Mr. Armstrong 

has said meets the question raised, I would 
ask him to turn his attention to the state- 
ment in that short paragraph where it was 
suggested that the farmer pays the freight 
to . Fort William. What have .you to say 
about that? 

THE WITNESS: We discussed it at some 


length this morning. I do not believe i 
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Q. That was your answer. 

MR. SINCLAIR: With the qualifications he put in. 

THE WITNESS: I think, sir, that you have to go 
back and read my discussion in the morning in order to 
get the sense of my answer. 

THE CHAIRMAN: Just a minute. What is the 
qualification? I think you told us a moment ago that 
Mr. Armstrong said that so long as wheat continues to 
travel - - 

MR. SINCLAIR: Freely. 

THE CHAIRMAN: Freely? 

MR. SINCLAIR: Yes. I think that is most 
important; and Mr. Armstrong underlined the word "Freely". 

THE WITNESS: Yes. 

MR. SINCLAIR: I think that is a most important 
qualification in there. 

THE WITNESS: Yes. 

THE CHAIRMAN: What do you mean by that qualifica- 
tion? How can it flow otherwise than freely? 

MR. SINCLAIR: Oh, yes, my lord. 

THE CHAIRMAN: I mean, in this connection, having 
regard to the matters before us, what do you mean? 

MR. SINCLAIR: That is the very essence of the. 
matter, that it move freely. 

THE CHAIRMAN: What value do you put on the word 
"freely"? 

MR. SINCLAIR: In fixing a rate that is a 
reasonable rate, it must be suchunder the value of 
service principle, that the zone of movement will be such 
aoe maximum will move at the given rate, so that the 
rate being compensatory, it still cannot rise above a 
level that will enable the volume to obtain its maximum 


extent to enable the revenues to reach the figures that the 
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railways attempt to secure from the movement of commodities. 
Hence the word "freely" goes right to the value of service 
principle. 

THE CHAIRMAN: When Mr. Armstrong was asked about 
that yesterday, I thought he said that so long as they did 
not Senne vee embargo upon movement - - 

MR. SINCLAIR: I think he was being pressed, 
and in this discussion I do not mean the word "pressed" 
to be used in an invidious sense at all; but I think that in 
this discussion which arose as to what would be a reasonable 
rate, fie Bald*if.a freight rate - - 

THE CHAIRMAN: He used the words ‘a dollar a 
bushel”. 

THE WITNESS: Yes. 

MR. SINCLAIR: He said that was a most unrealistic 
kind of thing because that would disturb the movement of 
grain and he said there would be a time when it might even 
amount to an embargo. I think it is only fair to look at 
Mr. Armstrong's evidence in toto on this point. 

THE WITNESS: Yes, sir. 

MR. SINCLAIR: I think that we cannot just lift 


one phrase out of it. 


(Page 18270 follows) 
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THE CHAIRMAN: But you see, Mr. Sinclair, 
the question really is whether any increase in these 
rates -- not that they would stop the wheat from growing -- 
but the question is: who would bear that increase? 

MR. SINCLAIR: That is another matter. 

THE CHAIRMAN: I do not think it is another 
matter. It is a very important matter by itself, 
because, as I say, it has been asserted on behalf of 
the producers that any increase will be paid by them, 
and that they will have to bear it; then, it is asserted 
on the other side: no. Any increase, if there is one, 
the importers will bear it. 

If the increase is so high that it prevents 
all export, that is a different thing. Nobody will 
bear it, because the wheat will stay where it is. 

MR. SINCLAIR: May I say, with great respect, 
that you Have to remember -- and I tried to bring this 
out during my discussion yesterday -- that it depends, 
in certain instances, on the condition of the market. 

I think Mr.Armstrong made that clear. 

THE CHAIRMAN: Mr. Armstrong said that; 
and he said that the very cry of distress which might 
come from the producers at any increase in the rates, 
might bring the market down in itself. 

MR. SINCLAIR: Yes, sir. 

THE CHAIRMAN: He said it would have just the 
indirec$ effect. He was talking of those depression 
WEA oe when wheat was 38.5 cents a bushel, and that any 
little increase in freight rates then tee ve been 
borne by the farmer, but that the farmer would protest 
so vigorously against it, that that would bring the 


price down, likely, Im the rates. 
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MR. SINCLAIR: Quite so, because the buyers 
would take advantage of them. 

THE CHAIRMAN: The point is this, whether it 
is distress or not, or whether it impedes the flow of 
wheat or not, who bears it? That is the question. 

The farmer does not say: I am afraid of an 
increase because it would stop my wheat travelling. 

No. He says: if there is any increase, I will bear it, 
and I do not want to bear it. 

He may be unreasonable in that. I do not say 
he is, or he may be reasonable. 

Your evidence is directed to show that in 
any case the farmer will not be the one to bear it, 
because he has nothing to fear in itself. 

MR. SINCLAIR: I have been trying to make it 
clear. You said that in any case he would not bear it? 

THE CHAIRMAN: So long as it can go, the freight 
rate becomes part of tbe price. 

MR. SINCLAIR: But there are always market 
conditions to be taken into account at the time. I do 
not think it can be stated in any case like that, 
the very fact you put 1 in disturbs it. 

THE CHAIRMAN: I know. Mr. Armstrong puts 
in the word "reasonable",or something like that. 

I do not think we have got to measure what 
is the meaning of the words "reasonable increase”. That 
would be a very hard thing to do. 

As he said in your brief, there would not 
be any increase made spontaneously. It would be arrived 
at after due consideration. 

MR. SINCLAIR: Quite so. 

THE CHAIRMAN: But even when that is done, even 
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if the increase is small and it is arrived at after this 
due consideration, you have Mr. MacPherson and the others 
Speaking for the western farmers and Saying: they would 
have to pay it anyhow, because they would bear it. 

MR. FRAWLEY: That is our contention. 

THE CHAIRMAN: No Masten how small it is. 

MR, SINCLAIR: Yes, sir. 

THE CHAIRMAN: Can you show that they are 
mistaken in that? 

MR. SINCLAIR: I think we have, sir. 

THE CHAIRMAN: I am well aware of Mr. Armstrong's 
evidence, and it does show that. 

MR. SINCLAIR: Yes, I think so. 

THE CHAIRMAN: No matter how high the increase 
might be, without injuring the farmer. 

MR. SINCLAIR: That is a matter for the Board, 
as we see it. 

THE CHAIRMAN: Do you mean to say that the 
Board, in fixing a rate, should fix one that the farmer 
will not have to bear? 

MR. SINC AIR: I am saying that the primary 
consideration which the Board has to go on is that 
the rates shall be compensatory; u8 that having been 
done, then, what is a Se eee into the situation; 
and then; is it going to cause distress among the 
western farmers? Then it is a matter for the government 
to take into consideration. 

THE CHAIRMAN: And not the Board? 

MR. SINCLAIR: I say it is a matter for the 
government to take into consideration. 

THE CHAIRMAN: Yes, and not the Board? 


MR. SINCLAIR: Oh, no} 
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MR. MACPHERSON: The Board has not to be 
concerned with any economic conditions at all. That is 
a matter purely for the government? 

MR. SINCLAIR: We did not say that. When this 
was discussed, we pointed out quite clearly that the 
grain rate, as we contended, should be PURSE on the 
value of service principle. 

THE CHAIRMAN: That is it, the value of service. 

MR. SINCLAIR: And {I do not think Mr. MacPherson 
is correctly stating it, when he says, we would not be 
eonce rmicd ; 

THE CHAIRMAN: The Board would have before it 
the value of service entailed, and would therefore fix 
a just and reasonable rate having regard to the fact. 

MR. SINCLAIR: Quite! 

THE CHAIRMAN: Now, then, the question still 
remains unsolved: who would bear the increase, no matter 
how reasonable it might be having regard to the value 
of the service? Would the shipper bear it or would the 
receiver bear ele? 

MR. SINCLAIR: Our evidence is on the record. 
And I say it is unchallenged by the briefs filed by the 
west to date. 

THE CHAIRMAN: There was something said by your 
witness yesterday to the effect that such an increase might 
force a man, called a stout marginal man, out of business. 
How can you affect one person and not affect another? 

How can you admit that the less prosperous 
farmer might be put out of business, without admitting 
that the more prosperous farmer might suffer some loss, 
although it might not hurt him so badly? 

MR. SINCLAIR: The witness dealt with it yesterday. 
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THE CHAIRMAN: Those are two matters which have 
to be cleared up if we are ever going to solve the point 
which is: what rate could the rallways accept as being 
a properly compensatory rate, having regard to the 
value of service rendered; and would it be borne by the 
farmer, or by the importer, or by the country? I know 
you are doing the best you can. 

COMMISSIONER INNIS: I am not quite sure about 
your use of the word "freely". I can think of a situation 
where rates have been removed. Now, when you run that 
down, to what point do you come? 

MR. SINCLAIR: Of course, my lord, and Dr. Tnnie, 
I do not think if you remove the freight rates on grain 

entirely, on the total movement of grain, that it would 
have an effect that some people think it would have, 
because I think that rail transportation cost, again, 
iS so small a factor in the total transportation costs, 
and of other factors bearing on the market price of 
grain, that it is truly a most insignificant factor. 

COMMISSIONER INNIS: Let us run it down to 
38.5 cents, or to something near where the rate would be 
about equal to the amount which the farmer receives. 
Presumably it would not move at all. Does the freedom 
emerge wholly after the price of the wheat is just above 
the cost of moving it? 

MR. EVANS: It seems to me that you would 
probably get the maximum of movement of everything with 
no charges for transportation at all. 

Now then, every time you put on a charge, 
you add a factor, you do affect the movement unquestionably. 
Now, es Dr. Locklin's diagram illustrates, with his 


demand curve he arrives at a point on that curve at which 
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the maximum total net to the railway will result from the 
movement. 

Now, that will be at a point on the demand curve 
that produces free movement, obviously; not the maximum 
free movement, but it obviously must produce a free 
movement; and it also produces the maximum net to the 

Ca ePrIei: 

Now, at the same time, when you speak of 

movement being free, you have to speak in the relative 
Sense to some extent. You must do so. 
One could not say that the rate affecting the 
freedom of 

greatest maxmimum/movement of grain Or anything else, that 
it would be an advantage. When you speak of the term 
"freely" as related to the movement of any commodity, 

you must have regard to the point at which it moves freely, 
at the rate which will provide a compe@satory level at 

the minimum; and such contribution above that as will 
maximize the net to the railway. 

That is subject to a further limitation which 
I gave expression to yesterday. 

The application of that theory to all rates 
could produce too much revenue to the railways, so that 
the ceiling is provided by the permissible earning power 
of the railways. 

Adding all the results of these individual 
diagrams, if I may put it that way, together, you come 
to a sum total of permissible earning power that the 
railway may have. 

So you might find that your theoretical diagram 
might have produced a greater revenue by intersecting 
the demand curve at a given point, but that the application 


of the maximum earning principle, might move that down 
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the demand curve to a point further out where you would 
get less than you would at the maximum point, because 
of the operation of the maximum. 

I do not think you can be more specific than 
that. 

COMMISSIONER INNIS: That covers th point. 

I was afraid that the word "freely" was being bandted 
about. 

MR. EVANS: It must be relative, certainly. 

COMMISSIONER ANGUS: That is very clear as far 
as it goes. But what about the point brought up 
yesterday in connection with classifications, and that 
the rate on grain should not go up to its own point of 
maximum return, but should remain within the classification 
in which grain stands, and that it icsy ise See ere 
if it departed from that? 

MR. EVANS: You are quite right, that there 
must be a classification,but the statement which I made 
to Dr. Innis would seem to me to be safe. 

The classification in itself is a compromise. 
It 1s done by a rule of thumb which is called the 
analogy rule, and it is not done by Dr. Locklin's 
diagram, so there is a difference there. 

And then you have intervening commodity rates 
below the class rates which may change that again; but 
you must not consider, I suggest, the classification 
even in regard to class rates without regard to the 
level of rates, because the classification could remain 

constant for a hundred years, and the rate in the column, 
in the classification remains similarly constant, while 
the ate level moves up and down, with possibly different 


rates at different times forother commodities. 
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And then you have other rates coming in 
as commodity rates. That usually is a rate below the 
class rate. Now, to say just exactly what the situation 
is is impossible, practically. 

COMMISSIONER ANGUS: TI am thinking of a question 
I asked of Professor McDougall, and there was some 
discussion about it afterwards. 

As I understand it, the proposal of the Canadian 
Pacific is that there should be a special commodity rate 
for grain which will not be lower than the class rate 
for grain. 

What troubles me is the theory that the rate 
on grain could be left at a point which would give the 
maximum net revenue to the railway, but which might give 
a rate which was considerably higher than the class rate 
and not lower than it. 

MR. EVANS: I tried, in answering Dr. Innis, 
to say that you always had to consider that the theoretical 
maximum was never achieved, unless you got the rates up 
to a level all around, where you have reached the 
theoretical maximum, and that prohibited the movement. 
But you always have, operating against that maximum, the 
permissible earning power of the railway. 

COMMISSIONER ANGUS: But the rate on grain 
might go up to above the class rates and still be below 
the railway and its permissible maximum. 

MR. EVANS: Quite. 

COMMISSIONER ANGUS: And if the earnings of 
the railway are below thatpermissible maximum, would the 
railway feel quite free to ask that the classification 
on grain should be changed so that a rate might be 


charged on the grain which would give the maximum revenue 
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for grain? 
MR. EVANS: I have not given any thought to 
that. I do not suppose, for one OnerEs that the Canadian 
Pacific has anything in its mind about attempting to 
get the classification changed. 

As a matter of fact, the classification is 
probably a specific and proper classification. I used 
it for the purpose of iliustration. 

What we would do Woela anal eee a commodity rate 
to be established, and we would produce to the Board 
the kind of cost study that we produced for this 
Commission, and we would say: here are our costs. 
Here are the ways in which we would give effect to the 
value of service principle. 

And we would expect to hear from our friends 
on the other side that you had not done this or you 
have done that. And in the end, the Board would decide, 
after hearing the evidence, what a fair and reasonable 
rate would De, 

My suggestion is that one thing which does 
seem to permeate our friends is a fear that, by that 
process, we can get something which is not just and 
reasonable. 

To me that is much like saying that when you 
go into a court you are afraid of not getting justice. 
Perhaps some people are, but I am not one of them. 

I believe these institutions are the one thing we 
have got left to count on. And I suggest that fear 
that they will get a rate which is not just and 
reasonable is, in effect, saying: we have no faith 
left in the judicial temperament of anybody. 

THE CHAIRMAN: Would you say that it was 
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lack of faith which caused parliament to pass this section 
3259 

MR. EVANS: No, sir. 

THE CHAIRMAN: The section does restrain the 
Board. 

MR. EVANS: I have my own ideas as to why 
parliament passed it. 

THE CHAIRMAN: On the face of it, it would 
seem to show lack of faith? 

MR. EVANS: No, sir. 

THE CHAIRMAN: It does not? 

MR. EVANS: No, sir. It was solely the 
cause of the chaotic conditions resulting from a decision 
of the Supreme Court that discrimination, which arose 
by the application of the true interpretation of the 
agreement. They said it was intolerable. And parliament 
Sald: we are going to do away with it. 

The Canadian Pacific had gone to the court 
and had given its interpretation. They either filed 
or intended to file rates which would have been 
obtainable only to certain points. That created 
discrimination. 

The court said it was justifiable discrimination, 
because it was created by an agreement which had the 
force of a statute. Then they said: the Board has no 
power to order that kind of discrimination removed. 

They suggested in the judgment, in a section 
which appears in our brief, that in as much as parliament 
was sitting, perhaps parliament could find an answer 
out of this chaos which resulted from the agreement. 

Then parliament acted quickly and, I say this 


with respect, unwisely in what they did. But they acted, 
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and they acted to get away from the chaos which the 
true interpretation of this agreement produced. 

THE CHAIRMAN: You say they acted unwisely? 

MR. EVANS: Yes. 

THE CHAIRMAN: On this question of the value 
of the word "free" in movement, we must not forget this 
consideration which is, I think, behind all this trouble, 
and it is: that this product you are dealing with now 
is one of which, probably, somewhere between two-thirds 
and three-fourths of it must move out of the country. 

Miy EVANS: Yes, sir. 

THE CHAIRMAN: That is to say, it is not a 
question of the farmer disposing of it elsewhere and 
Saying: I won't ship because the rates are too high. 
ft Will selieit here or there. 

There is no such alternative. This product 
must go to foreign countries. 

Mae BVANS:) Yes, sir. 

THE CHAIRMAN: That, I take it, is a factor 
which has a lot of bearing on the whole question. 

MR. EVANS: I think it has an unquestionable 
bearing, and I think that Mr. Armstrong, in his evidence, 
from the beginning, recognized the extreme importance 
or that fact. 

THE CHAIRMAN: Yes. I am using it now because 
it is a fact and it is important. "Movement freely"; 
it must move or it must not exist. 

MR. EVANS: Yes. 

THE CHAIRMAN: Some other products can either 
move or pheinay aRe is particularly hurt. Therefore 
the movement of those products would stop quicker 


than the movement of this product would stop, because it 
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must move. 

MR. EVANS: I quite agree. And one thing I 
abhor is that of getting into a position where anyone 
would think that we did not recognize the importance 
of the movementof this commodity. 

THE CHAIRMAN: We must all bear it in mind 
in considering these elements introduced into this 
Situation or this case by the use of the word "freely" 
because, you would say: Oh well, the producers won't 
Ship; they will do something else. 

I do not say that you say that. But I say that 
this talking generally about whether the traffic will 
move or will not move will mean: it will be here; it 
won't move, but we will dispose of it in some other way. 
But this is a piece of traffic which must move. 

MR. EVANS: I quite agree. 

THE CHAIRMAN: And if it does not move, it 
will not be produced? 

MR. EVANS: Is it not a very simple problem 
siter eail17 

THE CHAIRMAN: I think it is, if only we could 
solve one or two points. But they are not solved in 
my mind yet. 

MR. EVANS: But the solution is really simple. 
If the railways are to provide service, they should 
not be expected to provide that service below cost. 

THE CHAIRMAN: Pardon me. That, as a proposition, 
is true. But what we are dealing with sow is something 
which comes in, or which should be disposed of in the 
order of time before this, and it is this problem which 
we have, and as to which Mr, MacPherson, Mr. Frawley, 
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might be, the farmer is going to have to bear it. 

Then you say: Oh, no. That is all wrong. 
That is a misconception. 

And Mr. Armstrong went so far yesterday as 
to say that it was a superstition. 

Now then, between those two assertions, I 
would like to be able to find a way out. 

MR. EVANS: May I suggest that no witness has 
gone into the witness box, and no expert has gone into 
the witness box and has asserted, and has stood cross- 

examination on this subject of the Crow's Nest Pass 
grain rates. 

MR. MACPHERSON: Dr. Britnell was cross- 
examined. 

THE CHAIRMAN: I examined him myself. He made 
a positive statement which is in the brief, that whatever 
the result, or whatever the increase might be, the 
producer would have to bear it. He maintained that 


by himself, not in the brief. 
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Now, it is only opinion evidence, of course, but it ought 
to be founded at least on experience and on sufficient 
reasoning, There it is, 

MR EVANS: We have a provincial witness who had a 
contrary view. 

THE CHAIRMAN: Yes, 

MR EVANS: And I have no doubt that provincial 
witnesses will be called to Support these briefs on the 
grain matter. Now, it will be for you, sir, and the other 
members of this Commission to weigh the evidunce of experts 
and to decide which is the better reason. 

THE CHAIRMAN: There is no doubt about that, but 
the point is, if it could be ascertained clearly and very 
definitely that an increase in these rates -- I am just 
mentioning this as something to work on -- of say 20 per 
cent would not be borne by the producer, if that were ad- 
mitted on all sides, it seems to me then the controversy 
would come to an end. 

MR EVANS: I quite agree. 

THE CHAIRMAN: Now, in order to get to the main 
question you have first to dispose of that one, I think -- 
whether or not any increase, large or small, would fall on 
the producer of wheat in Canada or on the buyer of wheat 
outside Canada. As I say, all this evidence we are getting 
is a contribution, of course, but so far I would not say 
that it settles the question. 

MR EVANS: Well, may I argue this? I would argue 
that it did, but no evidence necessarily settles the question, 

THE CHAIRMAN: Well, it may be that it is a matter 
you cannot settle. It seems to me that possibly there is a 
middle ground, that if there is an increase, I mean if rates 
are considered to be high, at some point both the shipper 


and the importer abroad share the burden; I do not know. 
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MR EVANS: Well, we will ask you to consider the 
evidence, and I hope that we will be able to present it to 
you in.such form as to be convincing. I do not know thst--- 

THE CHAIRMAN: On that bare point, you see, there 
may be circumstances where the Shipper would have to bear 
the increase without suffering any injustice whatsoever, 
Now, we have this much, that Mr. Armstrong has told us that 
an increase, what would otherwise be a reasonable increase, 
might put the man he describes as the sub-marginal wheat 
grower out of business. 

MR EVANS: He recognizes that in certain condi- 
tions--- 

THE CHAIRMAN: If that is the case, how can you 
Say it does not affect them 311? 

MR EVANS: We never said that it does not affect 
them. We have said that there sre conditions in which it 
will have an effect, but. Mr. Armstrong has given with that 
qualification his view, that s moderate increase in these 
rates would have no effect. Now, one can never Saya AL 
Said to Dr. Innis a minute ago, that a cost of transporta- 
tion, any more than any other element in the cost of pro- 
duction, has no effect upon the production and marketing of 
a commodity, I don't care what commodity that is. Now, the 
question is, assuming that there is some effect, is it--- 

THE CHAIRMAN: Well, if you assume that, of course, 
you are travelling toward Mr. MacPherson's view. 

MR EVANS?=] I dormnot think so, sir, 

THE CHAIRMAN: Well, youare assuming it has some 
effect on the shipper, are you? Are you assuming that? 

MR EVANS: I say no one can say that it has no 
effect. The opinion is offered that under these conditions 
it will not have any deleterious effect on the western 


former, 
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THE CHAIRMAN: Deleterious effect? 

MR EVANS: Yes, 

COMMISSIONER INNIS: I was just going to follow 
that point a little bit further, Mr. Evans. You mentioned 
maximum revenue for the railway. 

MR EVANS: Yes. 

COMMISSIONER INNIS: Now, of course the great 
problem before this Commission is the prospect of trying 
to make the term maximum revenue for the railway coincide 
with maximum revenue for the farmer. 

MR EVANS: Quite. 

COMMISSIONER INNIS: And I am wondering whether 
you would care to go so far as to say that maximum revenue 
for the railway would vary from season to season, depending 
on the price or on the amount of wheat which was being 
shipped, and so on, and if you were to go that far would 
you go so far as to say that the rates should be extremely 
flexible? 

MR EVANS: No, sir, I do not go beyond your first 
postulate. The assumption that the maximum revenue for the 
railway coincides with the maximum revenue for the farmer 
is something I could not assert. I do not think there is 
any real connection there, because the maximum revenue for 
the farmer does not depend on transportation; it depends. 
on world markets, it depends on a whole lot of things, it 
depends on climate, it depends on his production, it 
depends on his own costs. 

COMMISSIONER INNIS: And to some extent on trans- 
portation, 

MR EVANS: Oh, yes. You could never -- I say 
this with some assurance -- you could never provide a rate 
that was tied to the net revenue of the farmer. To me 


that would be wrong in principle. 
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COMMISSIONER INNIS: But you can go further, I 
think, and say that politically you can never apply a rate 
which will offend the position of the farmer -- you bring 
in your old friend the psychologist -- if it gets too much 
out of line you will have political repercussions. 

MR EVANS: There is no doubt about it; we have 
seen political repercussions, 

COMMISSIONER INNIS: Now, whether it is possible 
to get something which is nearer reasonableness with regard 
to maximum revenue to the railway and maximum revenue to 
the farmer seems to be a very important problem, on which 
we are not getting very much Ligsnt. 

MR EVANS: Well, I am hoping that perhaps I can 

throw a little light on it eventually. 

THE CHAIRMAN: I suppose your position is this, 


then: If we do ever cross that first bridge, whether or 


not the shipper is to bear the whole or part of an additional 


rate, if it is established that he will have to bear the 
whole or a part of it, then you would argue after that, 
well, after a11, that should not stand in the way of a 
reasonable return to the railway. 

MR EVANS: No, sir. 

THE CHAIRMAN: Would you? 

MR EVANS: Yes, I would argue that. 

THE CHAIRMAN: Now, this morning we have been 
anticipating, of course, the argument that eventually we 
will have to hear, but bear in mind it may be necessary for 
us to find, to express at least en opinion, as to who would 
bear the incidence--- 

MR EVANS: We anticipate that you might. 

THE CHAIRMAN: And these premature arguments do 
not do any harm; I think rather they do good, because they 


help us to remember the points to be borne in mind, and I 


r 


SOLE 


~18290- Mr, Armstrong, cr-ex. 


Say again that the first point is -- there will be 9 second 
and a third, but the first point is -- that on the one hand 
so far the producers say, "Whatever the inw ease might be 
we would bear it, it would come out of our price," and on 
the other hand you say thst is not right. 

MR EVANS: I say it cannot be right; it just 
cannot be. 

THE CHAIRMAN; Well, that is the issue. 

MR EVANS: Yes. 

THE CHAIRMAN: Now that we know that that is the 
issue, perhaps we can get evidence directed toward it. 

MR MACPHERSON: I do not think, my lord, I should 
let the record stand as it is in respect of certain state- 
ments made by Mr. Evans, where he attributed to myself and 
those associated with me e distrust of the courts, a fear 
of the courts, and that sort of thing. We have just as 
high a regard for the courts sand as much faith and confi- 
dence in them as he has, and it is because we regard 
Parliament as a very high court thet we are urging that 
the matter be left as it is. I simply make this statement 
because certain statements were made by him which I do not 
think should stand unanswered in the record, having regard 
to my colleagues and myself. 

THE CHAIRMAN: Well, I think we will adjourn now. 


---The Commission adjourned at 1:00 p.m., to meet again 
at 2:45 p.m. 
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Ottawa, Ontario, 
Thursday, March 16, 1950. 


AFTERNOON SESSION 
P. C. ARMSTRONG, RECALLED 
CROSS -EXAMINATION BY MR. M. A. MACPHERSON CONT'D 
a SR EEO UN CONT'D 


MR. MACPHERSON Q. Mr. Armstrong, we had 
some discussion this morning about the matter of freight 
rates and who paid them, the farmer or the importer. 

I think you will probably agree with me that, 
so far as the farmer is concerned, in a practical sense, 
he regards them as the price that he obtains by way 
of currency in exchange for his product; that is, his 
peice? 

A What price? 

Q. The price to him. 

A What do you mean by "he regards as his price"? 

Q. What he regards by way of hard cash in 
exchange for his product? 

fie Yes, sir, naturally, certainly. 

Q. Now, that being so, we will take this practical. 
situation. 

Suppose I am a farmer at Regina. And suppose 
you have agreed that a reasonable and moderate increase 
of rates from Regina to the head of the lakes would be 
12 cents? 

A. I express no opinion. 
Q. No opinion at all? Do you think it 
would be moderate? 
A. I am sorry. But the questioe of fixing 


freight rates is a subject with which I have never had 
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any concern at any stage of my career. You must excuse 
me from posing as an expert on that. 

THE CHAIRMAN: Q. Except that you could tell 
us where the incidence of these rates would fall? 

AY I am sorry. 

Q. But not as to the size of them? 

A. I have no opinion, and I am totally unfitted 
to pass as an expert in that connection. 

MR. MACPHERSON Q. At page 18110, you said: 

"But I would say this, according to Mr. 

MacPherson's calculation, it would be only 

reasonable to double these rates, it is not 

a wild one." 

A. I read your calculation. I was not present 
when it was given, but I read it in the transcript, 
and it struck me that you had not made a wild guess, 
but you were bolstering up a case for argument that 
they ought to be increased by 12 cents a bushel. 

I did not think you had made a guess, but 
that you were building up a case for argument and had 
Said: I can show this is a proper increase. 

Q. But you said yesterday: 

On It would be a problem to be dealt with 

very carefully because anything which affects a 

large industry must be dealt with very carefully. 

But I would say this, according to Mr. 

MacPherson's calculation, it would be 

only reasonable to double these rates, 

it is not a wild one." 

A. I once again repeat that I did not suspect 
you of making a wild guess. 


Q. We will start off accepting your view that 
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it was not a wild guess, and that the increase in rates 
ought to be 12 cents a bushel; and that I am a farmer 
at Regina, and that the rates go up tomorrow. 
Then, this fall I ship a carload of grain, 

2,000 bushels of grain, at an increase of il2 cents a 
bushel. That would $240, Now, does the price go up 
so that I get that $240? 

A Not as long as the present agreement continues. 
I stressed that yesterday. 

Q. Which agremment? 

A. The existing agreement under which we are 
selling wheat. 

Q. The present agreement with Britain expires 
this year? 

A. Yes’, Sir. 

Q. And I am selling wheat this fall. 

Ps You are assuming that an open market has been 


restored? 


Q. I am selling wheat, and you told us this 
morning that this was an open market to the extent of 
from $1.65 to $1.98. 

A. it may be that Iam too stupid ‘to follow 
this argument. 

Is your question as to what would happen 
to your income as a farmer, assuming that the Winnipeg 
grain exchange or the Liverpool grain exchange has 
been opened, and that wheat is being sold on an open 
exchange? Or is your question put on the assumption 
that there is, at that time, an agreement which fixes 
the price at Fort William for a period? 


Q. I am taking your explanation. I am not 
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assuming anything, and I shall remind you of it first 
of all at page 18063, and then later on at page 18109, 
You say at page 18063: 

"My suggestion is that no decrease in 
freight rates is likely to be of use to the 
Canadian farmer,. . ," 

THE CHAIRMAN: "No decrease . . .'9 

MR. MACPHERSON: @Q. 

"My suggestion is that no decrease in 
freight rates is likely to be of use to the 
Canadian farmer, while a moderate increase 
could not possibly damage his interests at 
any time." 

And then, at page 18109 you say: 

"A. Within reasonable limits, I would say 
the weight of evidence is all in that direction, 
to the extent you do increase rates in western 
Canada, you are not going to hurt the western 
farmer at all," 

That was your explanation, and you had knowledge 

of this agreement? 

MR. EVANS: He did make the explanation that 
while the agreement remained in effect there was a 
fixed price. 

MR. MACPHERSON: I am suggesting to him 
now that that agreement expires with the crop year ending 
on the first of August, the British agreement. 

MR. EVANS: Put both questions to him. 

MR. MACPHERSON: You may not understand it, 
but he does. 

THE WITNESS: I do not understand it. I said 


yesterday specifically that the rule that freight rates 
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might affect the price paid by the buyer would operate 

in a free market at any time, and that it was part 

of any agreement market, the bulk sale market, periodically, 
whenever agreements came to be revised. But I cannot 
answer your question unless you will tell me whether you 


are dealing with a free market or a bulk sale market. 


(Page 18296 follows) 
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MR MACPHERSON: Q. Now, Mr, Armstrong, you and I 
both know perfectly well that the British agreement expires 
at the end of this crop year, and that the international 
wheat agreement is also in effect at the moment and will 
continue until 1954, Now, I am asking you, . ° until 
1954, if I sell at any time until 1954, with the inter- 
national agreement to which you realize Canada is a party, 
if I sell any time efter the expiration of the British 
agreement and freight rates go up, then what is going to 
happen my $240? 

A. I pointed out this morning, sir, that the inter- 
national wheat agreement is not yet interpreted as being oa 
fixed price at Fort William. It is not yet interpreted 
that way. It is provided definitely in the tnternstional 
wheat agreement that private trade may be used as a method 
of implementing the terms of the agreement. Now, that 
means this, that if the market in Canada, an open market 
in Canada, were Daatored. and if that open market happened 
to pay a price in excess of that guaranteed under the 
agreement, there would be nothing in the world to stop 
farmers selling at that price -- nothing in the world. 

Q. Well, we will come back to that again, but if 
there were an open market in Canada and freight rates were 
increased 12¢ to me from Regina to the Head of the Lakes, 
would I be recouped by an immediate increase in the price 
of wheat 12¢ at Fort William? 

A. That was precisely what happened in the only case 
in modern history in which freight rates were altered on 
wheat for--- 

Q. On the basis of that, then, Mr. Armstrong, you 
would say that that is what would happen again? 

A. I am quite certain that in market conditions in 


general, certainly if the market is s weak one, in the 
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direction of its being a poor market for the farmer, that 
would occur, 

Q. That would occur? 

A .or¥es, 

Q@. It would go up 12¢? 

A. Yes, 

THE CHAIRMAN: Q. Just whot would occur? 

A. The price of wheat would rise by the amount of the 
increase in freight rates, which Mr. MacPherson ae fixed 
at 1o¢. 

THE CHAIRMAN: I just wanted to make sure of that, 

MR MACPHERSON: Q. Now I am going to put another 
problem to you. I was putting the suggestion to you that 
if I were the farmer in Saskatchewan shipping the price 
would go up 12¢. Now I am going to take this proposition: 
There are three of us farmers, Mr. Shepard from Manitoba, 
myself from Saskatchewan and Mr. Frawley from Alberta, 
Now, if Mr. Shepard ships his grain, his freight rate goes 
up 8.4¢ a bushel, on my assumption of a 12¢ increase; mine 
goes up 12¢ a bushel; Mr. Frawley's goes up 15.6¢ a 
bushel, What does the Fort William price go up? 

A. The Fort William price goes up by the amount of 
the freight rate increase -- by the emount of the freight 
rate increase which was granted, which will be different, 
as you will notice, sir, from Mr. Shepard's shipping point, 
from your shipping point and from Mr. Frawley's shipping 
point. 

Q. Now, is that a practical thing? Are you going to 
Set a price, a separate price for Mr. Frawley and 3 separate 
price for Mr. Shepard and a separate price for myself at 
Fort William? 

A. But you get it today, Mr. MacPherson. 

Q. We get it today--- 


A. Well, if you increase the price--- 
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Q. Just a moment. 

A. If you increase the price at all these three 
points by the same amount, you will still have three dif- 
ferent prices, 

Q. Three prices. Now you ere talking of prices by 
wey of return to the producer? 

A. You have three different prices at three different 
Stations. Tomorrow if you increase the freight rates and 
thet causes an increase in the price at Fort William, you 
will then have three different prices at three different 
Stations, exactly as you have three different prices at 
those three different stations today. 

Q@. How are you going to take care of Mr, Frawley's 
3-3/4¢ more than mine in that price? 

A. Just as you take care of it now. Mr. Frawley now 
pays 3.6¢ more than you do, and he will then continue to 
pey 3.6¢. I don't have to do anything about it. 


Q. Let us figure it out. We will say the price is 


$1.50? 
A. Fort William, 
Q. Fort William, 
A. Yes, 
Q Now, the return to me on the present basis would 


be $1.38? 
Kar Les, .sin. 


Q. Increase the rate, and the return to me would be 


A. Wait e minute. Increase the rate? 

Q. 12¢. 

A. 12¢, end add that on $1.38; I get more than $1.26; 
I get $1.40 (sic). 

Q. You are adding it on. 

A. Now, it is $1.38 you are getting now. 


ae 
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Q. What I am trying to find out is, Mr, Armstrong -- 
you have got one Fort William price for wheat, haven't you? 

A. Yes, 

Q. And we will say it is $1.50? 

A Yes, 

Q. Now, my freight rate today is 124? 

A Yes, 

Q. So my return would be $1,382 

A. Yes, 

Q. My freight rate if it were doubled would be 24¢, 
So my return would be $1.26? 

AS Yes’. 

Q. That is what I would get net? 

A. Wait a minute. You sre leaving out the first pert 
and the essential Peru of it, that.iP Lan right, my argu- 
ment is that the Fort William price is increased to $1.62, 
If you take 24¢ from $1.62 you will get the same $1.38 that 
you are getting now. 

Q. All right; the Fort William price is $1.62? 

A. Yes, 

Q. The Fort William price is $1.62, and it is the same 
price that you reckon on whether it is bought in Manitoba or 
Alberta or Saskatchewan; it is the same Fort William price, 
I mean? 

A. Yes. 

Q@. Then that is $1.62. Now, it was $1.50 that we 
Started with, The Manitoba man would have been paying 8.4¢ 
per bushel, which would mean that he would be getting $1.41-3/4? 

A ,$1, 4.6, 

@. Yes. So that actually he would be getting ‘a oye 
then, the Fort William price, wouldn't he? 

A. If I om right, and the freight rate is increased 12¢, 
énd the price was $1.50, he would now be getting $1.62 st Fort 
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William, snd he will be getting at the farm $1.62 Fort 
William less 8.4¢, which will be the same -- I beg your 
perdon, less 16.8¢ now, because his freight rate has 
doubled, and he will therefore be getting the same smount 
of money at the farm tomorrow as he was getting yesterday, 
and so will Mr. Frawley. | 

COMMISSIONER ANGUS: Q. Mr. Armstrong, are you 
considering an increase from every point of the same 
number of cents, or sre you considering a percentage in- 
creass of the rate from all points? 

A. It has to be an increase from every point of the 
Same number of cents, sir, if my argument is right. 

Q@. I think Mr. MacPherson is arguing if the rate was 
doubled; it would be ea hundred per cent increase in the 
rate, 

A. I think Mr, MacPherson does not understand this, 
and I am trying to clear him up, if you would permit me to 
put my version, 

MR MACPHERSON: Q. Yes, I will permit you to put 


your figures, starting on one Fort William prices, 


A. Now, we will take date A and date B, the two 
different dates. Now, on date A the price at Fort William 


was $1.50. 


(Page 18302 follows) 
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Could I use a 9 cent point so as to avoid decimals? 

Q.) “Yes. 

A. Therefore the price at a 9 cent point, a point 
at which the rate was now 9 cents, to Fort William was 
$1.41. That is right. You double the freight rate so 
that that becomes an 18 cent point and the price at 
Fort William has gone up to $1.62. What is the man 
getting now? 

Q. The man in Manitoba was getting $1.50 less 
8-1/2 cents. 

A toeeie pus StLiL’ 

Q. It will be $1.41-3/49 

A. wes. 

Q That is what he would be getting if you put his 
price up to $1.62? 

A. At Fort William. 
Q. At Fort William? 
A 


. e665. 


oD) 


And then you deduct from that 17 cents, so he is 
getting $1.45, which means that the increase in freight 
rates is going to give a 4 cent advantage to the man in 
Winnipeg. If your theory be right he is going to get 

4 cents a bushel more than he is getting now? 

A. Let us go on with your case. 

Q. I am getting the same, in the middle; with the 
le cents, according to your theory, I will be getting 
the same. I suggest that Mr. Shepard should be on your 
band wagon because he will be getting 4 cents a bushel 
more. I also suggest by the same reasoning that if you 
deal with Mr. Frawley so that he will not be hurt, then 
I will be getting more by virtue of the increase and 
Shepard will be getting much more? 


A. The farmers in Western Canada as a whole will 
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still be getting a good price for their wheat. 

MR. FRAWLEY: Surely; everybody but Alberta. 

THE WITNESS: Alberta will be Shipping to 
Vancouver. 

MR. FRAWLEY: Oh, I see. 

MR. MacPHERSON: Q. The net result -- and I put 
it to you -- is this, that if your theory is right, then 
with a single price at Fort William, if you are not going 
to hurt the Alberta farmer, he will get exactly the same 
return that he is getting now and we in Saskatchewan and Mr. 
Shepard and his friends in Manitoba will get considerably 
more 3? 

A. The subject will have to be dealt with, as has 
been pointed out a dozen times, by the Board of Transport 
Commissioners. Do you propose to appeal to them on that 
ground? 

Q. No, I am just trying to assess what the result 
is of the application of your theory, Mr. Armstrong, 
exactly as you have it, that the importer pays the freight 
rate and then to see how it works out in Western Canada. 

A. I understand. 

Q. If you are going to pay Alberta, which is at the 
apex, an amount which will give us the exact return it 
has now, then I suggest to you that we in Saskatchewan 
and particularly those in Manitoba will appreciably 
benefit by an increase in freight rates. 

A. The objection to that is what? 

Q. Well, the objection is that I do not think it is 
practicable at all. - You think it 1s? 

A. What will happen? Anything that happens is 
practicable. You have demonstrated what would happen, 
so it is practicable. 


Q. You agree now that what I suggest would happen 
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would still happen? 4 
MR. SINCLAIR: If your facts in question 

ave SOrvec s 
MR. MacPHERSON: Q. What do you say? 

A. Taking your $1.50 and your 12 cents, yes, that 
would happen. 

Q. So that we will have a situation in Western 
Canada where the man at the apex will be directly 
assisting the man in the centre and the man at the extreme 
end? 

A. No. You have a situation in Western Canada in 
which the foreign buyer would have contributed to prevent 
his losing any money and give you Something extra; and 
Mr. Shepard --he has not lost anything. 

2. You are assuming that the Liverpool buyer will, 
without question, accept that increase which I have 
assumed? 

A. That is the basis of the assumption, of course; 
that is the basis of the argument. If he does that, then 
we are leaving Mr. Frawley not hurt, and you are getting 
Some manna from heaven and Mr. Shepard a little bit more. 

THE CHAIRMAN: Are you not now on the long and 
short aspect of it? 

MR. MacPHERSON: No, not so much, my lord. 
What I am saying is this. If Mr. Armstrong's theory 
is right, that the importer pays all -- and I say if he 
is right; I do not agree that he is -- then the quicker 
we in Saskatchewan get a substantial increase, the better; 
because they have got to take care of the Alberta farmer. 
There is a single Fort William price and our return in 
currency would be more than it is now. 

MR. FRAWLEY: Nonsense. 

MR. MacPHERSON: It is not just so much nonsense; 
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THE CHAIRMAN: According to Mr. Armstrong, if 
the importer or the farmer would have to pay for the 
increase in freight rates, he must be paying the present 
freight rates. 

MR. MacPHERSON: That is right; and he would be 
paying the freight rates doubled as well. 

THE CHAIRMAN: Then the allotment among you 
three would be one of proportion according to your 
distance. 

MR. MacPHERSON: No, the average. 

THE CHAIRMAN: What would come off the price 
you would get at your own station. 

MR. MacPHERSON: Yes; what would come off the 
price at my station would be 24 cents. What would come 
off the price at Mr. Frawley's station would be 31-1/2 
CENCE. 

THE CHAIRMAN: The 12 cents comes off your 
price; about 16 cents off Mr. Frawley's. 

MR. MacPHERSON: That is right. I benefit. 

It is the one price. 

THE CHAIRMAN: The proportion remains the same 
but the number of cents is doubled. 

MR. MacPHERSON; That is right. But there is 
one Fort William price; and I establish that price or 
Mr. Frawley, since he is the furthest away, would be 
establishing it. 

THE WITNESS: May I comment on that? 

THE CHAIRMAN: That is if the freight rates 
continue as they are today? 

MR. MacPHERSON: Yes. 

THE CHAIRMAN: Regardless of the extent of 
the haul? 

MR. MacPHERSON: Yes. What I am saying is this. 
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Accepting Mr. Armstrong's argument that, according to 
his theory, a moderate increase can be forgotten, that 
producers will not be hurt, then you have got to take 
the position of the producer that is farthest away, 

the producer in Alberta in this instance, and if he is 
not going to be hurt, get less than he would be getting 
without an increase, then it means that those in 
Saskatchewan and those in Manitoba would get more. 

MR. FRAWLEY: By a mere increase in freight 
rates? 

MR. MacPHERSON: By merely increasing the 
freight rates. 

THE CHAIRMAN: Is that not another form of the 
question you have in Algoma and Hamilton and the Montreal 
market? 

THE WITNESS: The same thing. 

THE CHAIRMAN: And when you increase it 
horizontally by a certain percentage you take more actual 
money out of the gone man than you do out of the 
Hamilton man. 

MR. MacPHERSON: It means that in this case -- 
and my friends support the idea of a horizontal increase-- 
that it would result in taking care of Mr. Frawley with 
one Fort William price; you could not have a separate 
Fort William price for each province. With one Fort 
William price it would result in an increase in freight 
rates and taking care of the man in Alberta,and that we in 
Saskatchewan and particularly the people in Manitoba 
would benefit in the net proceeds and currency that we 
would take in. 

THE WITNESS: May I offer an answer to that? 

MR. MacPHERSON: Yes. 

THE WITNESS: What Mr. MacPherson is arguing 
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means that the world would continue just the same as 
iG 28 todays thatrtis«ahl. The world would continue 
Just like it is today. 

MR. MacPHERSON: Q. Is it not, or what is 
going to happen? 

A. The Saskatchewan man today gets more at his 
station than the Manitoba man -- I mean less at his 
station than the Manitoba man; the Alberta man gets less 
than the Saskatchewan man. That happens to be the fact 
that arises from geography. If you change the situation, 
you are still going to leave it that way. I do not know 
what we can do about it except to say that that is the 
inevitable consequence of geography. Mr. Frawley is 
not going to lose any money, I hope. 

Q. That is what I am saying. 

A. I hope Mr. Frawley is not going to lose any 
money. 1 do not think he is. I think that the Fort 
William price is going to increase enough to take care 
of Mr. Frawley. 

THE CHAIRMAN: What we are trying to explore 
is whether he does or not at this phase of the 
question, 

MR. MacPHERSON: Yes. I am only trying -- 

THE CHAIRMAN: I was speaking to Mr.Armstrong.: 

MR. MacPHERSON: Q. I was trying to reduce 
the argument or theory of the witness to its logical 
propebidity, That is all tf am. trying to do. 

A. You see, Mr. MacPherson, when this happened 
in Chicago and after the abortive attempt to help the 


farmer by reducing freight rates, the freight rates 


were increased and all the consequences which you 


describe happened in the western United States. But 
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that left the farmer farthest away no worse off. 

Q. Just a word about this incident in Chicago 
that you have spoken of. What was the condition in the 
Chicago market at that time? 


Aviv Bave it; sir. 


(Page 18310 follows) 
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Q. I know, but was it a normal condition? 
A. Actually, a quite normal condition with the 
hard times in the world, people were thinking the 
world was going to come to an end. The only condition 
of the market that I can describe to you is to give 
the market prices as they had been prevailing. Now, 
I can tell you that the market had been acting remarkably 
Stable with a declining trend before that for some time. 
In March the price had fallen -- let me see if I have 
the same grade of wheat -- yes, in March the price had 
fallen slowly from $1.24-3/4 to $1.18. That was in March 
1929. In April 1929 the decline continued to $1.14, 
and that decline stopped, as far as any recorded price 
is concerned, about the 4th of April. From then till 
the end of April the market was remarkably stable. It 
varied from#1.05 to $1.07. 
Then the day after the freight rate decrease 

was put into effect it dropped to 98 cents. 


THE CHAIRMAN: / What assurance have you that 


1% pe ead because of the freight rate Phan 

BY It had not dropped, it had stabilized before 
that for several weeks. 

Q. You assume because it happened after it did 
not happen on account of it? 

Re Having fallen the day after the freight rate 
decrease, having fallen that day, it then proceeded on 
a rising market because the whole world market began 
to rise again. 

THE CHATRMAN: {fou would not say it was 
because the freight rates had been reduced? 


A. It could not have gone up 43 cents because of 
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a freight rate reduction of 6¢ a bushel, 
THE CHAIRMAN: I am not so sure that these 
drops and rises go on independent of freight rates, 

A, I did not happen to be in the wheat market just 
then, but if I had been I could have made a lot of money 
for I was able the afternoon before to deduce that this 
would occur on the next morning and as it turned out my 
deduction was correct, 

MR. MacPHERSON; Q. You wrote this book, 
Dr, Swanson and yourself, on wheat. And in it there is 
a chapter on transportation? 

A. Yes. It is not my book any more than it is 
Dr. Swanson's, we both worked very closely on it. 

Q. I will turn to page 256 of the book at the top 
of the oye to this incident, which was in 1929, 
and the book according to its preface was completed in the 
closing days of 1929, 

A. Yes, sir, Of course books take quite a long 
time to write. I remember that very well, I was just 
back from England. 

Q. You say this about this incident:- 

"No better illustration of that has ever 

been found than by the incident which ocurred 

during the spring of 1929. A panicky feeling 

pervaded the United States wheat market, and 

on every side we were told that the American 

farmer had a block of wheat on hand that he 

could never hope to sell except at ridiculously 

low prices, The American Railways under 

pressure announced that in order to assist 


the farmer export freight rates would be 
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lowered. At once the Chicago market broke 

by that amount which merely meant that the 

importer in other countries made the saving," 

Now, it was under these circumstances 9. the panicky 
feeling pervading the American market that the reduction 
was granted in freight rates, 

Q. A panicky feeling pervading the United State 
wheat market? 

A. That is precisely the point I have tried to press, 
It has been repeatedly said herg and I have not objected 
to the abbreviation of my remarks, that my statement is 
that the wheat market will always go down tby the amount 
of a freight rate decrease and always go up by the amount 
of a freight rate increase. 

Now, I was very cautious yesterday in making state- 
ments, .and I think you will find that I not only there 
but several times through my statements yesterday I was 
very careful to point out that my great argument is ta 
that the danger of the farmer being hurt by freight rates, 
a freight rate increase, is at an absolute minimum when 
the market is very weak. Then when the market is very 
Strong an increase will be borne by the buyer . I want 
to make it perfectly clear that this is my statement: 
in a weak market, a buyer's market, any decrease in the 
cost of transportation will go to the buyer, absolutely 
the panicky condition to which I was referring in that 
book, and in a buyer's market, that is a panicky market 
any decrease in the cost of transportation will go to the 
buyer and any increase will be paid by the buyer. 

If you go to the other extreme of a strong market, 


that rule is not followed rigidly, the point being that in 


We 


Sha be 
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the strong market the seller has already got sufficient 
control of the market, so that he is in no: danger of 
being hurt market-wise, he is in a position to get a good 
price for his wheat and he will seek to get a good enough 
price for it including the transportation cost. 

THE CHAIRMAN: Q. If the market is high and strong 
and freight rates are increased who bears the increase? 

A. I would be uncertain about that as I stated yester- 
day, the stronger the market the less likely would it be ... 

THE CHAIRMAN; You say there is uncertainty - 
meaning the shipper might have to bear it? 

A. The shipper might have to bear some part of it 
because in a strong market there is a possibility that 
some of the increase in transportation costs may be past 
back to the seller, but in the seller's market the seller 
is already in a position where we can presume he kux is 
already getting a remunerative price for his product, if 
he is being careful about his selling. 

I would like to mention that book on wheat if you 
don't mind, I would like to stress a point here which is 
very important and which I hope will be remembered. That 
book was written by Dr. Swanson and myself in 1928. It 
involved a lot of work, it involved two trips to Europe 
and a lot of research, and that book was .- written for the 
specific purpose of trying to get a little courage into 
the Canadian western farmer, What Dr. Swanson and myself 
Saw was the condition that only too tragically developed. 
We saw the condition because of certain incidents, we saw 
the condition into which these panicky Americans were 
developing at that date. Dr. Swanson and myself were 
perhaps almost alone in announcing that there was no 


necessity for such a panic over wheat as was developing. 
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We heard stories of over-production, the world flooded 
with wheat and so on, I remember Speaking to a very 
distinguished Canadian coming backfrom India telling me 
the world was flooded with wheat. TI asked him how he knew 
this and it seems he had been taking a rail trip across 
India and close to Karachi he had travelled through a 
piece of country in which he Saw some wheat dumped along 
both sides of the railway so as he said to me the world 
is flooded with wheat. I asked him how big was the pile 
and I took a pen and pencil and calculated how many 
bushels were in that pile which he described and there were 
Something like 120,000 bushels, and the world was flooded 
with wheat. Wherever I turned I always heard the same, 
the world was flooded with wheat. AS a matter of fact I 
became very unpopular ana discredited because I took the 
Stand that the world is not flooded with wheat, you are 
talking yourself into a panic. Now may I just finish this 
one statement? By 1937 Dr. Swanson and myself were 
justified to the hilt ana by 1937 at the end of the crop 
year the stocks of wheat were the lowest of which we have 
any record in modern times. The world was not flooded 
with wheat. It was flooded with panic. 

MR, MacPHERSON: Q. That was the motivating 
influence in 1928? 

A. Panic, 

Q. My memory certainly plays me false if the story 
is right, for in Western Canada and throughout this 
country we had in no sense thrown up the sponge in 1928, 

A. I merely ask you to give us the credit which 
is due us. We saw in 1928 what was developing, 

Q. And you were with the Canadian Pacific Railway 


at that time? 
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A. If you must insist on my personal history, I was 
not. I had entered the service of the Canadian Pacific in 
1926 on a part-time basis and having become deeply interested 
in this question of wheat and over what I saw developing in 
the way of an excessively boom-time mentality which certainly 
Seemed likely to be followed by a crash, . I said to Dr. 
Swanson; Let us write a book about this wheat situation before 
the panic starts, I went to the Canadian Pacific and by their 
kindness, it was not actually kindness because I was on a 
part-time basis I dia get permission from them to go about 
my business and write the book, 

Q. I do not want to choke yOu Off au alt, but whatrT 
want to suggest to you is this: that during that very period 

the Canadian Pacific 
1927, 1928, 1929, that you s° ‘speak of/ had not lost heart, they 
were embarking upon their greatest branch line butlding 
program in Western Canada, 

A, At that time the Canadian Pacific Railway stopped 
paying dividends on its common stock, 

THE CHAIRMAN: We are trying to establish now 
that if there ::-.should be an increase by doubling of the 
rates on grain over what they are now and if the whole of 
the increase should be immediately added to the world price 
that you nevertheless in various parts of the provinces 


would be worse off, 
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MR. MACPHERSON: I got off on a tangent about 
the bulk. But what I was really trying to establish was 
that the theory of my friend Mr. Armstrong -- which I am 
sure was given in all sincerity -- was entirely wrong, 
and it is not practical in the working out of it, 

I do not think you could possibly have one Fort William 
price and work it out with an increase of rates to harm 
no one, 

THE CHAIRMAN: But if the Fort William price 
rises immediately in response to the rise in freight 
rates and to the same amount, let us Suppose as much as 
12 cents, and it goes from $1.50 to $1.62, so that you 
are sure it is added to the price, do you argue that 
you would still be worse off because the incidence you 
have to bear would be greater in cents than it is today? 

MR. MACPHERSON: Yes. 

THE CHAIRMAN: And Mr. Frawley would still be 
worse: off? 

MR, MACPHERSON: Yes. 

MR. FRAWLEY: Yes, as always! 

COMMISSIONER ANGUS: Q. Are you not adding 
to what you said yesterday: that if the freight rates 
go up the prices will go up by the same amount as well? 

A. Ven), 

Q. Are you not adding to that by the amount of the 
freight from the most distant point in the area? 

It must be by an amount from some point? 

Ae You get into a very complex question of 
marketing at that point, and what fixes the price, 
assuming the marginal producer fixes the price, for 
the purpose of this argument, and that is a pretty well 


established theory. 


Nai if Ni 


i ny 


1 i ' 7 va 
; \ 
SS RBHED aOR 


hi 
ake singe | .F se cae. see oo 


“ae Be st ae a - : 
j : og ) iy a 1 
: "i Pay ghmtiteh fe ae ant ma ene aad eek Ry a His sry. ue ned ot r 
Aashates ac aneout: anit recat bins vga Lo, exon ony Bedtt. ei 


‘ ‘ ys uf ’ 4 
ae eee ¢ ce Whe rt met! 3 asi iia’ 7 “ae : bt 


ATOR A ae cure 


nit ileotroemg ten “at At fas 


4 Abies ee abd stom. wbw. oo | 


se 
Se ae | t 
a Ay a aeae 

Regret at ae 


a 
Ks . ewe 
7 ee aw . ‘pl ke: ice ms (aey.eee ty 
as My 2 a of aay Baa) ia Wa re 5 Es a cere ore os Be f 0 at sy | eee va at oe p> kA + 
' : : a, 
oe Gg ON 
‘ 
/ 
' 
~~ 
m4 
a Dee A i . 
| 7 nih Z 2 3o Sarow 
4 7 ‘ 
mm i a] i 
, 
ic re e v & riyy . u i. 
tee al ae I ah a ‘ , 
ty 
i . os 2 ee. 2 Lee 8 © ta f 
1 H 3) cr 
a apd Sa aeee age SY BERS Pay wey ash - ale » 
vi = ; ; - ' - i’ 
ss i ¥ - _ a4 A, 
Petes: sat ae stag aeow ‘agli? iat sigiows 
o 
fie vet {ene 8 0 aca Penal © a oe 
, , oe ‘ : b nh) AS , obit We lye 
e 44 '’ : 
; ‘ & r ¥. | i 
ta’ wots 189M». ode we io wtey mw otek ep vo. aA As 
aA ac 7 
, 
; q 


| ab the ee a tere She 22 gj taily te: pnts ae 
Lanter eta , pastoios BS 


aia 


is odes eit i x si iat ‘a FOog ey 


re ao tna Seniesa if 


HH 


-18320- Mr. Armstrong cr-ex 


The freight rate increase is accorded to 
by the buyer, otherwise the buyer is not going to get 
any wheat at all. 

There are plenty of "Mr. Frawleys"” in Alberta; 
and if you drove the whole province of Alberta out of 
the market, you would create quite a different situation. 

Q. But you are adding to what you said yesterday? 

Bos On the general theory of prices, yes, that the 
marginal producer is the man who, in the end, must complete 
une. price: ti xing: funecion. 

; MR. MACPHERSON: Q. You regard the man in 
Alberta as the producer in this instance? 

A. Yes. But remember, of course, that Alberta ought 
to be going out by Vancouver, and that the man at Maple 
Creek is the real marginal producer. 

THE CHAIRMAN: Q. Are you not using 
"man" in the wrong sense"? 

AG He is the marginal producer. He is the man 
who is not going to benefit. Marginal producers do not 
benefit in that case. He will be left where he is. 

What you are trying to prove is, that if I 
am right -- and it seemed to be in accordance with the 
accepted economic theory, and I think that all the 
textbooks that I have ever seen will bear me out in 
that -- if I am right, then, as a result of this change 
in market and freight rate conditions, you will make 
a nice bonus by being much closer to Liverpool, and 
Mr. Shepard says he will make a larger one. 

I say: Why not. I do not want Mr. Frawley 
to be hurt. But he is closer to Vancouver. 

Q. MR. MACPHERSON Q. In the result, if this 


increase is granted according to your theory, it is to my 
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advantage in Regina, and it is of greater advantage to 
Manitoba? 

A. I hope so. 

Q. And Mr. Frawley will be Just getting by? 

A. No, Mr. Frawley is tributary to this picture. 

Q. You know that in the very nature of things, 
much Alberta wheat has to move east to be in a position, 
having regard to markets? 

A. I went to a lot of trouble yesterday to point 
out that the Agricultural Prices Support Board pays the 
additional freight cost which is involved in that 
movement. 

Q. That will be questioned. 

A. I am sorry. 

Q. We will question it. I do not propose to give 
it to you now; but we will deal with it again. 

A. I went to the highest authority for that 
information. 

Q. You went to the highest authority; but in any 
event, it is a fact that the movement from Alberta, 
although it may be closer to Vancouver, is due to the 
necessity in marketing of getting wheat in position. 

A. There are certain occasions when, for certain 
grades of wheat, it is the policy of the Wheat Board 
to move it east at the present time instead of west, 
even though the freight rate is higher. 

Q. And even if there was no Wheat Board, the same 
Situation would exist? 

As Yes. 

Q. If the price went up 12 cents, as you suggest 
it would, reasonably, then would that go up for the 


Regina farmer as well? 
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A. You are up against an awfully big argument 
here, and I don't think I Should be asked to make a short 


answer. 


Q. Well, I do not want a long one. 


THE CHAIRMAN: Q. Would the result be a "Yes" 


A. I am sorry. The result would be yes or no. 

What I wish to say is that Mr. MacPherson is 
suffering from a very general misconception which exists 
in Western Canada. 

MR. MACPHERSON; Everybody was under a mis- 
conception in 1928 except you and Dr. Swanson. 

Af And we were proven to be right. 

But there is a very great misconception that 
the Liverpool market, when it was open -- and the 
British Government received a report recently from a 
parliamentary committee that it be re-opened; I do not 
know what they are going to do -- but when it was open, 
the feeling was that it operated with the same 


precision and exactitude as the Winnipeg Grain Exchange, 


where you have a system of government grading which 
guarantees the quality and the standardization of the 
quality of the wheat, and where we have rigidly controlled 
regulations of all kinds. 
That mechanism, with all respect to those 

who thought that it was a gambling house, worked with 
great exactitude and precision. It worked like clockwork. 

Q. And you favour it as a system of marketing? 

cP I am not prepared to argue that at the moment. 

Q. All right. 


A. But Liverpool was never like that. Liverpool 
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was never like that. Liverpool was a Sample market, 
a hit or miss market in which a lot of ingenious people 
operated with a great deal of skill. 

I have seen a time in Liverpool when two 
cargoes of Canadian wheat of exactly identical grading 
were sold, and one of them was bought in for less than 
the other. You could not have that happen in Western 
Canada, but in Liverpool you could do it because there 
was no regulation to stop it. 

Similarly, in Liverpool they will buy from 
the Argentine, or at least they used to do so before 
Senor Peron became a little self-important. Before hen 
they used to buy from the Argentine always more 
cheaply, grade for grade, ti.an they did from the 
Canadians. 

It is a very flexible market,so you cannot 
lay down a fixed rule that because the Fort William 
price goes up, therefore, the Buenos Aires price goes 
up too. 

Q. But did it tend to go up? 

A. Xess. 

Q. And would it tend to go up by almost the 
Same amount? 

re Well, you cannot have a tendency to almost 


the same amount, but there would be a tendency. 


Q. Consequently every treight rate increase in 
the United States would be accompanied by a weak increase 
in the Chicago market? 

A. That happens regularly in a falling market. 

Q. For instance, freight rates were increased 


according to page 90 of the Appendix to Part I; this 
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Says that Whately starts at 40 and there was a drop, 
and it came along; I do not see the Six cents. They 
did not have the six cent drop in 1929. It is not 
recorded there. 

Bie Might I record it now indetail? I can prove 
pe 

Q. ioam not: questioning it. I Simply say it is 
not recorded. I am satisfied that there was an emergency 
rate, 

A. Liupec. 

Q. But then you say that starting in 1937 there 
was a gradual stepping up of freight rates. Now, can 

increase 

we say that with each/in the freight rates, there was . 
at the same time, an equal increase in the price of 
wheat on the Chicago Exchange? 

A. May I point to this data for your information. 
You will notice that this increase -- it would be very 
difficult for me to find that increase in the freight 
rates because it was so small. The special increases 
Start here, and they start there in 1943, 1944 and 1946. 
That is where the special increase starts. 

Would you suggest that for any practical 
purpose the Chicago wheat market has been open, an 
exchange openly operated without governmental inter- 
vention since 1946? I am sure it has not been. 

That point is raised in several places 
against our argument that the United States has a wheat 
policy which practically amounts to subsidizing and 
controlling prices. 

I cannot tell you what would have happened 
in an open market. 

Q. You were telling us yesterday that the 
wheat 
Chicago/market is an open market, were you not? 


(Page 18329 follows) 
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A. It is an open market with governmental inter- 
vention. I do not think anybody would Suggest it was an 
open market in the economic sense, 

Q. In any event, Mr, Armstrong, it did not occur to 
you then to even bother about checking the increases in 
freight rates in the United States and Seeing what the 
results were? 

A. I would be totally uninterested in what would 
happen in the matter of price reflection of such condi- 
tions in the Chicago market since 1946 -- totally un- 
interested, 

Q. And you pin your whole faith to your argument on 
the basis of that one incident in 1929? 

 woin kan absolutely open market. 

Q. In a time of panic? 

Ac), IRA absolutely open market. Once again, the 
time of panic is the most important thing in my argument. 
It is precisely in the time of panic that thst effect is 


most certain, 


COMMISSIONER INNIS: Q. I wanted to ask, Mr. Arm- 


Strong -- this is merely a matter of information -- wheth 
your book to stop panics did anything to accentuate the 


penic? 


er 


A. I can only say, sir, that one of the gentlemen who. 


was most active in criticizing our theories at the time has 


been kina enough to say to me within the last three months 


that he thought et that time thet I was crazy, and he had 


come to the conclusion he had been crazy ever since, 
MR MIACPHERSON: After the book came the deluge, 
THE WITNESS: After the book came the deluge, 
were swept away like straws in 9 gale. 
THE CHAIRMAN: Q. The deluge did not come on ac 


count of the book, did it? 
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Biv. 1 hope not, 

MR MACPHERSON: Just coincidental. 

THE CHAIRMAN: Q. Because you think the climb 
in wheat prices came on account of the reduction? 

A. I hope it did HOC, sir. 

MR MACPHERSON: Q. Now, Mr, Armstrong, we will 
go to another Subject, and thst is the Subject of the 
marginal producers. Who do you regard as the marginal 
producer? 

THE CHAIRMAN: We are told that would be the 
Swift Current man. I am not joking. If you name him -- 

I have always understood thet the Sub-marginal or marginal 
man was the man who was trying to grow wheat where he 
Should not be growing wheat, 

MR MACPHERSON: That was my understanding, 

THE CHAIRMAN: There is no reason why you might 
not grow wheat at Maple Creek, you see, 

THE WITNESS: The point is, sir, that Maple Creek 
was only mentioned because of its being marginal from the 
freight rate standpoint, not as marginal in the broad 
sense in which that language is used. 

THE CHAIRMAN: Now, we have the other man, the 
man who is growing whest on undesirable land, and you told 
us yesterday that he would be hurt, or probably hurt, by an. 
increase in freight rates. I would like you to explain 
that. That is what you ere efter? 

MR MACPHERSON: That is what I am efter, my lord, 

THE WITNESS: I am very glad,sir, that this ques- 
tion of the marginal producer has turned up, and I wish I 
could find it in my transcript, 

MR MACPHERSON:Q. I will read it to you. It is at 


page 18061. You were asked this question, Mr. Armstrong: 
"Now, Mr. Armstrong, would you think that unduly 
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low transportation costs on grain would keep sub- 

marginal producers active in the growing of grain? 

A. You have opened a whole Pandora's box of 
troubles here. Yes; yes. A subsidy of any kind to 
production tends to keep marginal producers in 
production. 

Q. So that if the Crows Nest rates ere lower 
then they should be it would have some effect on sub- 
marginel producers of grain in Western Canada? 

A. Well, those of us -- and I think there are 
many here -- who know the prairie conditions well, 
realize of course very fully the situation. The 
whole economy, the whole sociology of the prairies, 
like every other rural area today in the world, is 
influenced by the presence of an unnecessarily large 
number of sub-marginal producers, and they can be 3 
very serious factor in the market." 

Thet was what you said yesterday. 

A. You will notice no admission at all in there -- 
it would be an awful mistake to try to draw in there -- 
certainly I must ask thet it be not put into there, any 
admission that this occurs in those periods of distress 
in which I ergued basically that any attempt to pay an 
export bounty by means of the unduly low freight rates 
would be self-defeating, that it would not work. That 
bounty would go to the foreign buyer and not to the 
Canadian farmer, so therefore the only case in which there 
can be an effect on the marginal farmer of an increase or 
decrease of transportation charges can be at the other end 
of the merket, in the strong market. Now, may I point out 
just exactly what does happen? We know, we 211 know, what 
happens. The marginel farmer tends to come in at the top 


of the market, and that is the very time when any in- 
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crease, any bounty, any export bounty, whether by freight 
rates or otherwise, is of benefit to him. That is exactly 
the time he tends to come into the market. When you get 
down to 384¢ wheat no marginal farmers are coming in; they 
are being driven out by other forces than freight rates 
altogether. So I wish to be very clear about thet. I am 
not suggesting for one moment -- I am not sdmitting, in- 
stead of suggesting, for one moment -- thot there is any 
contradiction between my statement in regard to marginal 
farmers and my basic statement that in 9 buyer's market any 
attempt to pay an export bounty is self-defeating. You sare 
only going to be helping the marginal farmer into the 
market when the market is very strong and very high, and 
one of the tragedies of our western situation is exactly 
thet, that any benefit that goes to the farmer from de- 
creased freight rates goes to sll farmers at a time when 
the market is very high, end at that time there is apt to 
be an inrush of marginal farmers into operation, who then 
remain to be squeezed out as the market goes down, and not 
Squeezed out by freight rates, squeezed out by the general 
economic conditions. 

Q. Mr. Armstrong, there sre two points involved in 
these questions that you answered yesterday at page 18061. 
You will note your answer when the question was put by Mr. 
Sinclair: 

"Q. Now, Mr. Armstrong, would you think that 
unduly low transportation costs on grain would keep 
sub-marginal producers active in the growing of grain? 

A. You have opened a whole Pandora's box of 
troubles here." 

And then you say: 

"Yes; yes." 


Not once, but twice. And “then: 
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"A subsidy of any kind to production tends to keep 

marginal producers in production," 

Now, your point is that the existence of the Crows Nest 
rates is keeping these marginal producers in production? 

A. Wait @ minute, Mr. MacPherson. A bounty, 2 sub- 
Sidy of any kind, can only keep people in production if it 
is received. No subsidy of any kind is obtained by any 
farmer, marginal or otherwise, in a buyer's market condi- 
tion from the Crows Nest rates. Therefore you can wipe 
out -- perhaps I might have argued that point yesterday, 
but I did not want to prolong that argument. I thought I 
would be clearly understood. I have said basically that 
in a buyer's market there is no way of subsidizing the 
western farmer by a reduction in freight rates. 

Q. Turn over the page, Mr, Armstrong, and see what 
you said yesterday at the end of the question at the top 
of page 18062: 

eS, tp. Paub-—wereinal producers should not be encouraged 

to grow wheat by uneconomic devices such as export 

bounties. Of course, these rates, you understand, are 
an export bounty; the fact that these rates are below 
the normal level is an export bounty." 

A. May I point out, Mr. MacPherson, that the qualifi- 
cation is quite obvious and quite reasonable, and I am 
quit: prepared to stand by that, in the hope that every 
person of good will will clearly understand that when I say 
that an export bounty is bad, I mean an export bounty which 
is effective and is received. An export bounty which does 
not o into the pockets of the farmer is not an export 
bounty. 

‘THE CHAIRMAN: Pardon me. Would you read that 
last part again? 


MR MACPHERSON: The last part, my lord: 
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"4 4 SUb-marginal producers should not be encouraged 
to grow wheat by uneconomic devices such as export 
bounties, Of course, these rates, you understand, are 
an export bounty," ~ 

THE CHAIRMAN: Q. What about that, Mr. Armstrong? 

A. I would have thought, Sir, that it would have been 
clearly understood that these rates sre an attempt to pay 
an export bounty which fails to be successful in ae buyer's 
market, having laid that as the whole basis of my argument 
at the very beginning. I might have been wiser if I had 
Said yesterday -- I might have edded a few more peragraphs. 
I might have said then -- I am sorry, of course -- you 
must understand that this does not apply to a self-defeating 
attempt to pay an export bounty, such as unduly low freight 
rates during e buyer's market. 

COMMISSIONER ANGUS: Q. Mr. Armstrong, do you say 
increased freight rates operate as an export bounty in the 
case of the people who sre not at the furthest extreme of 
the zone? I mean, the sub-marginal man who is nearest to 
Fort William will be getting a higher price than before 
for his wheat? 

f.. It could conceivably happen, sir. Like the poor, 
the sub-marginsal farmers are always with us, and we have 


that problem wherever we turn. I am not suggesting that we 


. ought to refuse Mr. Shepard an opportunity to increase his 


income as a normal consequence of his geographical position, 
because there might be some sub-merginal farmers in his 
neighbourhood, you see. JI cannot refine my policy to that 
point, I am sorry. 

MR MACPHERSON: Q. ‘The second point that I 


wanted to refer to in that statement of yours: 


" . . . an unnecessarily large number of sub-marginal 


producers, and they can be a very serious factor in 
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the market," 

You recognize that there is an unnecessarily large number 
of sub-marginel producers now? 

A. If there is one it is unnecessarily lorge, 

Q. Oh, well, now, don't--- 

A. I am sorry. 

Q. If there is one, would you, the authority that 
you are, have stressed the one to the point you did in your 
evidence yesterday? 

A. There are not many Sub-marginal farmers; in fact, 
I stated that somewhere, or Mr, Sinclair asked me and I 
agreed with him, that there were not many. 

MR SINCLAIR: I am trying to find the place in 
the transcript. This was discussed Somewhere else, and, 
I thought, clerified. 

MR MACPHERSON: I am discussing it here. 


Q. Will you look at it again? Unnecessarily large 


number -- that is more than one? 
Ain “MOY 
Q. No? 


A. I don't know how many sub-marginal farmers there 
ere, but I do know that ony that there are, the number is 
unnecessarily large, and I will stick to that, 

Q. I don't want to be unfair to you, Mr. Armstrong--- 
THE CHAIRMAN: Q. What is the meaning of "un- 
necessarily large"? That is to say, whom does the sub- 
marginal fermer injure? Any wheat that he does sell is 
Just wheat, graded the same as 311 other wheat; there it is. 
MR MACPHERSON: I may say Mr. Evans points out 
to me that Mr. Armstrong later on was asked about it: 
"MR SINCLAIR: Of course, we sre not suggesting, 
Dr. Innis, that tmere is a large marginal production 


of grain in Western Canada. 
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THE WITNESS: Oh, no. There is some." 
I am quite ready to put that in, but I am asking Mr. Arm- 
strong for an explanation of these words, "unnecessarily 
large number". 
THE WITNESS: fs meny as there are, sir, 
MR MACPHERSON: Q. I beg your pardon? 
A. As many as there sre, 
Q. Well, now, with the Study you have given the 
matter, how many would think there were? 
A. I am sorry, that is a little like asking me how 


many wicked people there sre in this room. Now, there 


‘might be a lot or there might be none, you see. I would 


have to get a definition of wickedness, It is a little 
difficult. You know,there have been volumes written on 
this subject; there is 23 library available for investiga- 
pion.*« Theat? 18° only< -- 

Q. After you have so modestly told us how you fore- 
cast what was going to happen in 1929 and 1930, in these 
years, then I would think, with the study you have given 
-~ and I haven't any doubt that you have given it a great 
deal of serious and conscientious study -- you might help 
us by telling us what you mean first of 311 by "unneces- 
sarily", and then as to the number? 

A. "Unnecessarily" means any sub-marginal farmers. 
As to the number, I would recommend that Dr. McIntosh, I 
imagine, on that would be a bit of an authority, from 
Queens; he would be rather an suthority, I imagine. There 
have been many studies made about thet, and, you see, 
alwoys their difficulty is the same thing, sir -- what is 
sub-merginal, you know. It slmost becomes an ethical 
concept; it is certainly a sociological concept; it is 


Scarcely a definite economic concept. It is very difficult 


to say who is sub-marginal end who is not. I do know some 
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of them; I have a couple of friends who are Sub-merginel--- 

THE CHAIRMAN: Q. What harm does he do to eny- 
body except himself? He increases the volume of exports, 
you mean, and therefore tends to bring down the price? 

Ay O¥es, sir, there is. that effect. There sare not 
enough of them to be very--- 

Q. There would have to be a great number to do that? 

A. There are not enough of them to be very effective 
in that direction. I Suppose I have got in the back of my 
mind a tendency to be soft-hearted Sociologically. Eco- 
nomists are not supposed to heve Sociological opinions, but 
I am afraid I have got sociological opinions, and it 
strikes me that the worst danger of the sub-marginal 
farmer is the sociological danger. He tends to reduce 
the whole standard of living in his neighbourhood, you see, 

Q. You mean he is the first man to go on relief? 

A. The first man to go on relief, sir -- and how! 

MR MACPHERSON: Q. Mr. Armstrong, on that point, 
did the C.P.R. discourage people from going out and going 
on to this land, to your knowledge? 

A. The Canadian Pacific has, to the best of my know- 
ledge -- I have never had any close connection with their 
immigration policy -- ectively encouraged immigration and 
land settlement in Western Canada. As I say, I never was 
an authority on that. 

Q. Do you know whether they sold any of their lands, 
any sub-marginsal land? 

A. I haven't any doubt that when you come to deal 
with the large emount of land involved and the large 
activities that there may have been cases in which land 
Wes sold to people which it would have been better if it 
had not been sold to people. I would like to know, of 


course; I would have to judge each case, have to know the 
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history of each case, 

THE CHAIRMAN: For our purposes now, is there 
any use in our discussing this unfortunate Sub-marginsl 
farmer at any greater length, unless to show that the 
Shipper does bear the increase of the freight rates? 

MR MACPHERSON: Thst is what I have been trying 
to find out from Mr, Armstrong, 

THE CHAIRMAN: This poor farmer is the first to 
feel it--- 

MR MACPHERSON: Whst I am trying to find out is 


how many there sre sand why it is unnecessarily large. 


Q. You cannot give me any more information? 
Aa) Ob, no jeno. 
THE CHAIRMAN: Well, we will come back in a little 
while. 


ee me ee ee et 


MR MACPHERSON: Q. Mr. Armstrong, this is the last 


question I am going to put to you in connection with the 
marginal and sub-marginal producers: You know that the 
Dominion Government hes through the P.F.R.A. and the 


Provincial Governments through Utilization Boards for the 


pest fifteen years been trying to deal with this situation 


of sub-marginal lands? 


Ae Yes. 

Q. You know thet? 

A. Yes, oh yes. 

Q@. And you know thet in the Province of Saskatchewan--- 


THE CHAIRMAN: You mean by reclaiming? 
MR MACPHERSON: Yes; community pastures and that 


Sort of thing. 


Q. 


In the Province of Saskatchewan is it within your 
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knowledge that today some 600,000 scres of lend are in 
community pastures? 

Pirevesy gir: Tohave been told that, 

Q@. Land which was once farmed, much of it, end land 
which may have been, some of it, once owned by the 
Canadian Pacific Railway, and so on? 

A. It could easily Dees oil. 

Oe 21t" could easily be, yes. Now, there sre two 
terms that I would like to have you define and clear up 
for us -=- the buyer's market snd the Seller's market. 

What is 3a buyer's market? 

A. A perfect buyer's market is when my Widow Jones 
only has one person who will buy her eggs from her, end 
the price gets driven down to the point at which if it 
were to go down any more she would go out of business, 
That is the perfect buyer's market. The perfect seller's 
market is the one which go Seldom happens, in which the 

Widow Jones could raise the price practically without 
limit. Now, in between the market moves gradually from 
the position of being e buyer's market to the position of 
being a seller's market. 

Q. Now, the situstion in 1932 thet you spoke of 
elther this morning or yesterday afternoon, when whest went 
to 383¢ Fort Williom, that was a buyer's market? 

A. Oh, I regard thst as being practically s perfect 
buyer's market, 

THE CHAIRMAN: What was the condition? 

MR MACPHERSON: 1932, my lord, when wheat dropped 
to 383¢ @ bushel Fort William. He seys that was e perfect 
buyer's market, 

Q. And according to your theory, Mr. Armstrong, if 
there had been sn increase in frei.ght rates then of l2¢, it 


would have been paid by the buyer? 
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A. I offered a qualification on thet point, to 
which I would like to draw the most careful attention. 

I pointed out that that buyer's market condition was 
largely produced by an exaggerated condition of fear -- 
this business of telling everybody that the world was 
flooded with whest and the poor Canadian farmer was going 
to be starved to death because he would not be able to sell 
it. Now, that had an effect on the mentality of the 
Sellers, and it caused Canadian farmers to allow themselves 
to be pushed down to 383¢ for a very short time. After 
that they began to harden their hearts a little bit, and 
refused to be pushed around quite as much as that, and 

the market began to rise, went up quite appreciably, 

THE CHAIRMAN: Q. What did they do to push them- 
Selves up ? Refuse to sell? 

A. To some extent refused to sell. You know, the 
effect of general public psychology in s case of ahae kind 
is enormous, 

THE CHAIRMAN: Yes, but you must not forget, 
too, that there was government intervention sat that time. 

MR MACPHERSON: There was government intervention. 

THE WITNESS: There was government intervention 
after some time. 

MR MACPHERSON: Q, Mr. Armstrong, notwithstanding 
the government intervention, notwithstanding the crutch 
that stabilization offered at that time, prices went down, 
didn't they? 

A. I regard that whole period with the most complete 
horror, because of its being such an unnecessary panic. 

Q. Unnecessary panic? 


A. Unnecessary panic. 


Q. You do not regard the situation as having been 


a serious one in the matte:r of world wheat surplus at all 
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at thet time? 


A. Well, that wes demonstrated so clearly by the 
fect that, after all -~ 1932, 1933, 1934, 1935, we heard 
of world wheat surplus endlessly, and you know, that is 
only a short time in e human lite, in the life of the 
human race, 1937, we ended the year with the smallest 
year-end stocks on record. So I thought I was justified 


in my statement then and my statement now that the penic 


was unnecessary, 


(Pege 18341 follows) 
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Q. Apart from you and Dr. Swanson, nearly every- 
one else in this country in any event believed that 
there was a serious economic problem in Canada because 
of wheat surplus and world Surplus. You never had any 
fear or 1t7? 

A. No. You see, I went over to Europe at that 
time more than once. I will give you one incident, for 
example, to show how unnecessary it was, one little 
incident. The late George Broomhall -- not the present 
one, the late George; the present one is only about 
my age, I Suppose; I refer to the father -- he was the 
most astute, I imagine, observer of wheat that has 
lived in my time anyway. I was one of his Canadian 
correspondents and I was on very close terms with him. 
While abroad, on going into his funny little office in 
Paradise Lane in Liverpool one morning and talking to 
him, I learned that he had just got a letter from one 
of his best European scouts, Men he kept wandering 
around seeing what was happening. This scout pointed 
out that he had never seen the rickyards in continental 
Europe so bare. 

THE CHAIRMAN: What yards? 

A. The rickyards. In Europe the standard custom 
of growing wheat -- 

MR. MacPHERSON: What year was that? 

A. That would be about 1930 -- no, 1932, I would 
Say, or 1933. He had never seen the rickyards in 
Europe so bare. Before I say that, I should say that 
the European rickyard situation is a very important 
affair. In Europe there are probably 20 million farms 
outside of Russia which grow wheat. The tradition of 
growing wheat, the technique of grewing wheat and of 


marketing wheat in Eurepe is different from that in 
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this country. The European farmer grows a little wheat 
and he draws it into a rickyard and piles it up and he 
thatches the rick. When he threshes, he threshes from 
that rick as his convenience is served. I may say that 
I have had to thresh in more than one European country, 
for fun; he threshes when he wants to draw wheat to 
market , the wheat being of a type which is better 
left in the rick for some time before it is threshed; it 
threshes much better if it is left to harden in there. 
He often leaves it there for months on end. 

Q. Could you shorten it up a little bit, Mr.Armstrong? 

A. I am sorry, but I cannot; I do not like these 
brief answers. 

Q. AIT right. 

A. The five bushels per farm more or less is 
100 million bushels. The average stocking of wheat on 
European farms might easily run to 50 bushels per farm 
without anybody getting excited about it; and 50 bushels 
per farm would be a billion bushels. In all studies on 
wheat which I saw in those areas, only in one or two 
small articles of my own has any reference been made 


tO that fact. “That is not Statistically available, that 


figure. You cannot find out at this moment, even, 
approximately how much wheat there is in the hands of 
the European farmers. So all I had to go by was this 
letter from this veteran and experienced and skilfull 
observer of Broomhall's, who said that never in his 
experience had he seen the rickyards so bare. It is 
quite possible that the world had a billion bushels of 
wheat short of what the statisticians put in in these 
figures that were put OU tEO indicate why the western 
farmer ought to go broke. 


Q. That was in 19329 
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A. Approximately. 

Q. In the next year, 1933, there was a world wheat 
conference in London? 

A. No, it was January; I was at it. 

Q. Well, there was a conference in London? 

A. Yes; there were two. 

THE CHAIRMAN: There was one in Rome. 
MR. MacPHERSON: Yes, there was one in Rome. 

A. That was a preliminary one; and then they 
adjourned to London and held two imperial wheat con- 
ferences. 

THE CHAIRMAN: 9. In any case, the panic 
you are talking about was all-prevaient? 

A. Yes, all-prevalent. 

Q. The buyers had the same panic as the sellers 
had? 

A. EL amisorry, sir, but.1.should— like tovofferssa 
little doubt on that point. A couple of very hardy 
friends of mine, who are English millers, were not 
Scared about it. They were chuckling to think about 
the fact that they were buying wheat cheaply at a time 
when they fully expected that they would have to pay 
a 2600) price Tor. it. 

MR. MacPHERSON: Were you in France at that 
time? 


A. I made a couple of visits to France. 


Q. Did you not find that the French government 
was much concerned because of the surplus they had in 
France? 

A. The French government was concerned; when a 
thing of this kind becomes popular, almost everybody 
takes it up. 

Q. Let us deal with facts. Did they not have to 
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pay an export subsidy in order to encourage export? 

A. They had a couple of good crops there that 
year and they did subsidize some exports, yes. 

Q. Did they not buy a great deal of their wheat? 

As *ves’ 

Q. And feed a great deal of their wheat to cattle? 

f° Yeu". 

Q. And is there not a situation which is evident 
in one of these exhibits, Exhibit ape Deen eine was 
fed to livestock in the United States in 1O20. Losi. 
1932; up to 173 million bushels fed to livestock in 
1932? 

A. It paid better than to export it. 

Q@. Oh, it paid better than to export it; that was 
one way that the London wheat conference sought to 
eliminate the world-wide surplus, is that not right? 

A. No, sir ; I am not denying any of these facts. 
These are matters of record. 

Q@. You have told us about the buyers! market and 
you have told us about the sellers! market. Is there 
ever a normal market? 

THE CHAIRMAN: Is there ever what? 
MR. Mac PHERSON: A normal market, my lord. 

Q. Is there such a thing as normalcy in marketing? ° 

A. I really do not understand the concept. It is 
beyond me. I am not able to deal with that. 

Q. There is either one or the other, either a 
buyers! market or a sellers! market. 

A. The market at any given. moment used to be 
reflected so beautifully on the floor of the Winnipeg 
Grain Exchange -- 

Q. I know. 
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whenever I was in Winnipeg in those days. It was 
beautifully reflected. One minute the market was going 
up a little bit, and another minute the market was going 
down a little bit. But as to stability in a market -- 
well, I do not get the concept. 

Q. You think it is an excellent means of marketing 
grain ,through the Grain Exchange? 

A. That is a matter which people had to choose 


about. I am not a member of the Winnipeg Grain Exchange. 


But about all I remember about the Winnipeg Grain 
Exchange is that I lost some money there. 

Q. Is there any normalcy at all in the wheat trade? 

A. There could not be at any moment. 

Q. I beg your pardon? 

A. There cannot be in the world such a thing as I 
would call normalcy. 

THE CHAIRMAN: Q. You interjected something 
that you were not asked for. You said you made money 
or lost money. 

A. No; I was saying about the Winnipeg Grain 
Exchange that my chief memory of the place is that I 
used to go on the floor there and speculate a little 
bit. I did that, I give you my word, sir -- and I hope 
I will be protected on this point, particularly by the 
press -- in the most honourable spirit. I did that as 
part of my education as a student of wheat. I did not 
imagine for a moment that I was going to retire rich. 

I used to play little quantities of wheat then . 
and over the long pull I suppose I came out with a 
little more than I put in; I think so. 

Q. That adds to the value of your book? 

A. That adds to the value of my book. That is my 


recollection of the Winnipeg Grain Exchange. 
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MR. MacPHERSON: 2. In any event, we are not 
settling the question of the Grain Exchange. What I 
suggest to you is this, that you could have been a very 
rich man if you had used your ability to see into the 
future. PUL vou did nos do that. 

A. Oh, Mr. MacPherson, marketwise I have no 
ability to see into the future. My experience is always 
the same, that the more you know about a subject, the 
less likely you are to make any money by speculating on 
that point. 

Q@. You tell us then that, as far as normalcy is 
concerned, you do not recognize that condition at all 
in the grain market? 

A. My brain does not register that concept. 

Q. It does not register at all with you. We will 
just come back for a moment and I want this cleared up 
for the record; on that day in 1932, when wheat did 
go to 38-1/2 cents, if there had been an increase in 
freight rates then, the buyer would have paid it? 

A. You have to run up against realities in life 
occasionally; and when that was asked yesterday -- I 
think it was yesterday -- I laid some stress on this 
fact, that had I been the dictator at that moment and 
had been given the opportunity to raise the rate, and 
if I had owned the Canadian Pacific Railway outright 
so that all the money would have gone into my pocket, 

I would consider it a most unwise policy at that moment. 
THE CHAIRMAN: Q. To increase the rate? 

A. To increase the rate; despite the fact that I 
am quite certain that it would have been the ideal 
example of increasing it at the rate of the foreign 
buyer. My point is this, that we were in that horrible 


panic of which I have talked, and Il cannot imagine 
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anything worse for the morale of the western farmer, 
which was already very low at that moment, than for the 
Canadian Pacific Railway to try to increase freight rates. 
I would have thought that would be a desperately unwise 
Riva Lo oo, for psychological reasons, if you follow me. 
MR. MacPHERSON: Q. You have not answered my 
question. My question was this. Abandoning all your 
Sociological views in this connection, if freight rates 
had been increased at that time, who would have paid 
the increase? 

A. My opinion which I once again wish to make 
perfectly clear, is that if they had been increased at 
that time, there could be no doubt that the buyer would 
have paid the increase. But there can equally be little 
doubt that the over-all effect on the marketing of the 
Western Canadian crop would have been disadvantageous 
because of the sociological shock. 

Q. But the buyer would have paid it? 

A. Yes. 

Q@. You realize that there probably never was a 
time in Western Canada when there was more distress 
Selling of wheat than there was then? 

A. That is exactly why the buyer would have paid it. 

Q. The distress selling of wheat, the fact that 
they had to sell it at any price, would not vary your 
original conception of who would pay the freight? 

A. No; because at that point the 38-1/2 cent 
price represented, as far as I am concerned, the 
irreducible minimum. I qiqnot think the market could 
get below that. It did not, anyhow, and that is my 
evidence that it was the bottom of a buyer's market. 

Q. You do recognize the Crows Nest rates as a 


subsidy to the western farmer? 
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A. An attempt at a Subsidy, which is self- 
defeating. 

Q. You have used certain terms in this connection. 
You have called it a clumsy, inadequate method of giving 
assistance. 

&. Yes, an attenpt.-- really an attempt to give 
assistance. 

Q. You are changing that? 

A. It is a clumsy, inadequate attempt to give 
assistance. 

2. At page 18105, as you are there reported, you 
say: 

"Abnormally low freight rates on wheat are 

a clumsy, inadequate, ineffective method of giving 

assistance to wheat growers in Western Canada." 

A. I should regard an ineffective method as an 
unsuccessful attempt. I do not want to split hairs with 
you, but that is what I mean. 

THE CHAIRMAN: Would you tell me this? Would 
you say then that in reality the help which is intended 
for the farmer goes to the buyer of wheat? 

A. That is my problem. The trouble is -- 

Q. Is that what you say? 

A. Yes, that is what I am trying to say. It is 
ineffective as a method and therefore should be regarded 
as only an attempt to subsidize the western farmer. 

MR. MacPHERSON: Q. It goes to the buyer of 
the wheat, and it goes to the buyer of the wheat in 
establishing the world price? 

A. That, broadly speaking, is true. 

Q. So this clumsy, inadequate, ineffective method 
of giving assistance to wheat growers in Western Canada 


is assisting the buyer not only from Canada but from 
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the United States, the Argentine, Australia and other 
countries which are dependent on the world price? 

Ba Ohi, yes. 

Q.- Yes. 

A. A very bad thing. 

Q. So that these intquitous low rates are not only 
bad from the standpoint of Canada but they affect the 
whole wheat-growing world? 

A. When anybody commits an economic Sin, he is 
almost certain not only to suffer loss himself but to 
cause loss to other people. 

Q. You think the Crows Nest rates at the present 
time are an economic sin? 

A. Any mistake in economic policy which results 
in loss where gain is hoped for is, of course, an 


economic sin or a blunder -- the same thing. 


! 


THE CHAIRMAN: You say “which results in loss". 
In loss to whom? In loss to the railway? 
A.Yes andto Canada; to the railways and to Canada. 
MR. MacPHERSON: The agreement was entered 
into in 1897? 
A. Quite a while ago. 
THE CHAIRMAN: What is that? 
MR. MacPHERSON: The Crows Nest agreement was 
entered into in 1897. 
A. Yes. 
Q. And it was entered into on the part of the 
railroad voluntarily? 
Aen UNS Wessoiir. 
0. And the agreement provided that there should 


be these rates in perpetuity on grain and flour moving 
east? 


A. I believe it so reads, yes. 
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Q. Yes, it so reads. And the members of the 
Board. at that time were able men? 

A. Well, you know -- 

THE CHAIRMAN: Pardon me, Mr. MacPherson, but 
you said "the Board". Will you make it plain to which 
Board you refer? 

MR. MacPHERSON: Q. The board of directors 
of the Canadian Pacific Railway were able men? 

A. If you are going to ask me to certify, the board-- 

Q. You are a student, Mr. Armstrong. 

A. Mr. MacPherson, if you are going to ask me to 
certify that the board of directors of the Canadian 
Pacific Railway never made a mistake, I am not going to 
do it. I do not know that they have not made many 
mistakes. For one reason, you would be quite upset -- 

THE CHAIRMAN: Q. That is not the question. 
Mr. MacPherson asked whether they were able men. 

A. A man may be an able man in general, but -- 

MR. SINCLAIR: My friend should be fair about 
the matter. 

MR. MacPHERSON: Worthy men, then. 

MR. SINCLAIR: I think that when my friend 
Says "able men", he should say able’ as to what. 


MR. MacPHERSON: Q. They were worthy, shrewd 


business men and men of vision? 


Ay YES. 

Q. Strathcona? 

A. Yes. 

Q. Shaughnessy and Van Horne? 

AN. X¥es., 

Q. They were all on the board at that time? 
A. Wonderful men. 

2. Now we .have got a certificate from you. 
A. Yes. 
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Q That they were wonderful men. 
A. Yes. 
Q 


2. And these men entered into this agreement in 


A... Yes, sir. 

2. And the agreement lasted until it was suspended 
in 1918. The agreement was merely suspended in 1918, 
was it not? 

Reo eeees in bolo. 

Q. And so far as the agreement is concerned, in 
1925 that portion of the agreement, and in exactly the 
same terms as in the agreement of 1897, was put in the 
Railway Act of this country by Parliament? 

A. Not by the board of directors. 

No, I said by Parliament. 


Q 

Ao ves. 
Q By Parliament? 
A 


Yes. 


(Page 18354 follows) 
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MR. SINCLAIR: I suggest that that is a 
question of law which we will argue. 

MR. MACPHERSON: A question of law! 

THE CHAIRMAN: The only point is: Mr. 
Armstrong was asked whether it was not an Act of 
Parliament and he said "Yes"? 

MR. SINCLAIR: In exactly the same terms, 
he said, that is something, I suggest -- whether Mr. 
Armstrong be right or wrong -- which constitutes 
argument, and we can argue it. 

THE CHAIRMAN: Right or wrong in what’ 

THE WITNESS: In exactly the same terms. 
There might be some alteration in the terms. 

THE CHAIRMAN: We are not holding him to that. 

MR. MACPHERSON: Q. I don't want to be unfair 
to Mr. Armstrong. I think he knows that. 

A. I am hoping for the best. 

MR. SINCLAIR: But when Mr. MacPherson 
hunches up his shoulders and starts to cross-examine -- 
GUL we alli do ap. 

MR. MACPHERSON: Q. So far as the railways 
were concerned, the rates were suspended in 1918? 

A. wes. Sa. 
, And they were restored on grain in 1922? 


Yes, sir. 


Q 
As 
Q. In 1922, 1923, 1924, and 1925? 
A. 16S. 
Q. Certain branch lines and new lines were 
being built by the Canadian Pacific in Western Canada? 
A. Yes. 
Q. And new stations and new shipping points 


were eStablished? 


oe Yes. 
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Q. There never was any question, when a new 
Shipping point waS established, that the rate on grain 
from that point to Fort William was the Crow's Nest rate? 

A. I must seek the aid of counsel for that one, 
Is that right? 

MR, SINCLAIR: It is quite obvious that the 
witness does not know. There is the answer. 

THE CHAIRMAN: Well, if he does not kna, he 
can say so. 

MR. MACPHERSON: Q. Yes, if you do not know, 
just say so. Do you know? 

Be I am not quite certain. 

Q. There were a number of branch lines built during 
those years, up to 1925, before the Supreme Court decision? 

A. Yes. 

Q. And you do not know if there was a different 
rate charged other than the Crow's Nest rate on grain 
from those new stations? 

A. I have not the least idea. I was building dams 
at that time. 

Q. It never occurred to you that the Canadian 
Pacific Railway might charge the Crow's Nest rate from 
Regina and charge another rate from Bulyea, because 5 
was not a point in 1897? 

A. That was the ruling of the Supreme Court, that 
that was the right way to do it. 

Q. But it never occurred to you? 

A. I was-not there, Mr. MacPherson. 

Q. Just listen to what I ask you. It never 
occurred to you to enquire as to what the practice 
of the company was in that titerve1 up until 1925 with 


new points which you established? 
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A. I never thought of enquiring into it, 
Q. You never thought of enquiring into it. Now 
I suggest to you and to Mr. Sinclair -- 

MR. SINCLAIR: Never mind the Suggestion. 

MR. MACPHERSON: Well, I am Suggesting, in 
any event. 

MR. SINCLAIR: All right, we will take the 
suggestion. 

MR. MACPHERSON: Q. I am Suggesting that from 
those new stations which were Opened and established 
in 1897 right up until the Supreme Court decision and 
after it, and after 1t in 1925, the rate charged 
for grain was the Crow's Nest rate? 

THE CHAIRMAN: You mean without any compunction? 

MR. MACPHERSON: Yes, without any compunction, 
and it was accepted as general. 

MR. SINCLAIR: What follows from that? 

MR. MACPHERSON: That at least, it was the 
natural thing, as I said before in connection with 
Mr. Jefferson, for the selling of the land and the 
opening up of the country; naturally you could not do 
anything else and you had no intention of doing anything 
else. It has to be judged by your actions. 

MR. SINCLAIR: The facts are there. 

THE CHAIRMAN: The argument, I take it, in 
that statement is: that since the railways themselves 
Spontaneously provided these freight rates for these 
new towns, where they did not have to do it, they must 
have considered that they were proper rates. Is that 
the idea? 

MR. MACPHERSON: That is the idea. 


MR. SINCLAIR: I presume -- 
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THE CHAIRMAN: You can meet that in argument. 

MR. SINCLAIR: Yes, we can meet it in argument. 
But I do not think he should offer these suggestions to 
my learned friend. 

THE CHAIRMAN: Well, you are advised now. 

MR. SINCLAIR: I am quite happy to meet Mr. 
MacPherson's statement in argument. 

THE CHAIRMAN: There has been no harm done. 

MR. MACPHERSON: Q. No. And there is just this 
point: You said, I think, when dealing with the 
American farmer at page 18121 -- you said: 

"It has not inured to the disadvantage of 

the American wheat farmer." 

MR. SINCLAIR: Where is that? 

MR. MACPHERSON: Q. "It has not inured to 
the disadvantage of the American wheat farmer." 


A. Mr. Sinclair said that. 


Q. Oh, Lam sorry. I was taking Mr. Sinclair for 
the witness. 
MR. SINCLAIR: That is a terrible mistake 
to make. 
MR. MACPHERSON: Well, he speaks with more 
certainty. 
MR. SINCLAIR: The witness, you are right. 
MR. MACPHERSON: No. Mr. Sinclair. 
Q. Do you agree with Mr. Sinclair in that? 
MR. SINCLAIR: Surely he is not going to 
Start this whole argument over again. 
THE CHAIRMAN: I do not understand the two 
words there. 
| MR. MACPHERSON: That there is one market. 
"I think that is pointed out also by this 


evidence: That there is one market, an 
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international wheat market; and I shall ask the 

witness further questions to show that in the 

United States where the rate has been, we 

will say, twice as high, AL has not inured 

to the disadvantage of the American wheat farmer." 

A. I think there could be very little doubt that 
the American farmer has been deing pretty well in these 
recent years since the rates were raised. At least 
I have not heard of any great trouble. 

Q. Would you say the same principle would apply, 
and that the buyer would pay the freight? 

A. Barring government intervention. 

Q. What is that? 


A. Government intervention produces a market 


condition in which economic calculation is impossible, 


Ludwig Von -- 

Q. Do not talk to me about Ludwig. 

A. But he is an authority and surely I can 
quote him. He points out that once you get governmental 
intervention in a market, then economic calculation 
becomes impossible, because everything is in the hands 
of the state. 

, THE CHAIRMAN: That sounds true to me. 
But isn't Mr. MacPherson's question of another kind? 
Regardless of government intervention -- you do not 
always have that in the United States -- what happened 
with these higher rates which the farmer pays? 

A. Normally the same thing happened in the United 
States that happened here. The farmer sold his wheat, 
and if the freight rates went up the buyer paid the 
increased amount. 


Q. That is your opinion? 
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A. At any time when the market was inclined to 
be a buyer's market, in the United States, that has 
been largely paid by internal consumers there, 

Q. Because they were the buyers? 

A. Yes, because they were the buyers. 

Q. Do I understand that the man at Whately 
who pays twice the freight rate that the man at 


Regina pays is any worse off? 


Ane In a free market? 
Q. In a free market. 
page Yes. In a free market he will come out all 


right. The farmers of the world will come out all 
right that way. 

Q. Will he come out as well as the farmer in 
Regina? 

A. I think he would. If you take a United 
States situation, then I am entitled to take it too. 

The United States situation is this: If, 

by increasing the freight rates you produce the one 
possible disadvantage of throwing off the foreign market 
because the increased freight rate is very much too 
high to that point of the embargo, then the United 
States farmers would grow less wheat, and they would 


sell it at home, 


Q. Because they have a larger domestic market? 
A. Yes, because they have a larger domestic 
market. 


Q. But the man at Whately pays about twice 

what the man in Regina pays. How does that affect 
his price, his cash price? Is he suffering by that, 
or is the answer to him the same as the answer to the 


man in Regina: that the buyer is paying it? 
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-18360- Mr. Armstrong cr-ex 


A. In a free international market, I would say 
the answer is the same as it is to the man in Regina. 

We must always remember that the United 
States situation is one in which the production of wheat 
can be reduced very rapidly, and replaced by other 
forms of agriculture with great speed. 

Kansas, for example, produces an enormous 
amount of wheat. But all eastern Kansas could grow 
corm, if ditewanted’co,? so at gets a Jittle complicated, 
you see, 

Q. Yes, but need it be? Year after year the man 
in Whately, shipping wheat, and paying so much, which is 
about double what the man in Regina has been paying, 
has he been paying that out of his own pocket or have 
the buyers - - - 

BY. The buyers have been paying it, I think, in 
the United States, with the exception of governmental 
intervention which upset everything. 

Q. Yes; we are not talking about that. 

A. You see, as a matter of fact, he never paid 
twice as much except in those conditions of governmental 


intervention. 
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-18366- Mr. Armstrong, cr-ex, 


MR MACPHERSON: A little over twice 8S much -- 
55 8S against 20. 

Q. Now, I just went to bring one thing out in connec- 
tion with the international wheat agreement. The floor 
there this year would be $1.65 -- that is adjusted, my 
lord, as to exchange; it was $1.50, but having regard to 
the fact that it is adjusted, it would be $1.65. 

A. Right. 

THE CHAIRMAN: Are you saying $1.65? 
MR MACPHERSON: $1.65. That is the floor for this 
crop here. 

Q. Now, if the price of wheat went down to $1.65, 
went down to the point where Conada had to furnish wheat 
at that price, $1.65, then if there was en increase in 
freight rates who would be peying the incresse? 

A. Oh, I am inclined to suspect that es long as you 
have an international agreement for bulk sale which pre- 
Scribes a fixed price at Fort William, I don't care where 
that price is, it is quite probable that the farmer  .will 
pay an increase in freight rates. 

THE CHAIRMAN: Q. That what? 

A. That the farmer will pay the increase in freight 

rates until such time as that agreement is re-negotiated. 
MR MACPHERSON: Q. Is there ea question, is there 
& possible question, in your mind about thet, Mr.Armstrong? 

A. Because that internsational wheat agreement is still 
in its highly experimental stage, and you have discussed it 
8s though you knew a lot more about it than I do, unfortun- 
ately, 

Q. Well, I discussed it simply because I know it was 
assented to by Canads. 

A. Yes, I know, 

Q. And it was ratified by Canada. 
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-18367- Mr. Armstrong, cr-ex, 


A. Well, I am not quite sure, if you will ellow me 
to say so, Mr, MscPherson, that you quite understand a pr 

Q. Well, I think I understand it. 

A. I may be all wrong myself -- maybe I don't under- 
stand it -- but the international wheat agreement, I think 
we will have to wait a little while before we discuss the 
effect of that with too much certainty, because there sare 
one or two clsuses in it -- that clause, for example, that 
Says thet you may use the methods of private trade, make 
your deliveries, you see. You could conceivably have a 
condition in which this was interpreted es being a free 
market between $1.65 and $1.98, so that you could have 2 
Situation in which Caensada reopened we will say the Winnipeg 
Grain Exchange, for example, Supposing the Winnipeg Grain 
Exchange were reopened, then as long as the price veried 
between $1.65 end $1.98 the internetionel wheat agreement 
Soaks be lived up to, Britain could buy from us the quentity 
which she hss promised to buy, we could ship to Britain the 
quantity we have promised to ship, and the only difficulty 
would be that if at the end of the year one of us had 
defaulted in our responsibility under the egreement, we 
would then have to make good by either importing or export- 
ing the amount required to come up to the prescribed quantity, — 
so thet I am--- 

Q. There should not be much difficulty in answering 
this question, Mr, Armstrong. Under the sgreement es you 
read it and as I think I read it, if the price gets to the 
floor, it igs 9 Fort William price? 

A. Yee. 

Q. And. if there is eny increase in freight rates, that 
increase ig; certainly paid by the farmer? 

A. Ass long as it is a bulk sale, yes. While a bulk 
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-18368- Mr. Armstrong, cr-ex, 


price at Fort William, there is no question in the world 
that any increase in freight rates will be paid by the 
farmer for the time being. I have made that very clear, 

MR FRIEL: Mr. Chairmen, before we come to ) 
close, might I say, we were prepared to open our case this 
morning, and brought Mr. Gordon, our President, up for that 
purpose, and he has been standing by 311 day. It would be 
a matter of great convenience to him, as he is a very busy 
man, if he could be started in the morning. I have spoken 
to provincial counsel and to other counsel and to Mir’. 
Armstrong, end it will be satisfactory as far as they are 
concerned if Mr. Armstrong is stood aside till Mr. Gordon 
is finished. 

THE CHAIRMAN: Yes. Well, ss long as you keep us 
busy. 

MR FRIEL: We will keep you busy, sir. 


---The Commission adjourned st 4:45 p.m., to meet again 
st/ 10230 a.m. on Friday, March 17, 1950. 
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OTTAWA, ONTARIO, 
FRIDAY, MARCH 17th,1950 


MORNING SESSION 


THE CHAIRMAN: All right, Mr. O'Donnell. 

MR. O!DONNELL: May it please the Sommission, 
in opening the case for the Canadian National Railways 
I think it would be well to produce, to form part of the 
record before the Commission as Exhibit 214, the formal 
submission which was filed with the Commission in 
October last. 

THE CHAIRMAN: That is the brief itself? 

MR. O'DONNELL: Yes, the brief. I assume that 
there is no need to have the submission which is filed 
copied into the transcript unless the Commission so 
desires it; and it is not my intention, moreover, to 
take the time of the Commission by reading this 
Submission with which we understand the Commission and 
all parties are quite familiar at this time. 

My friend Mr. Covert says that the submission 
will be run off and distributed with the transcript, which 
is quite satisfactory as far as I am concerned. 

As I said, it is not my intention moreover to take 
the time of the Commission by reading into the record the 
Submission with which we assume the Commission and interest- 
ed parties are quite familiar. 

THE CHAIRMAN: We will take it as read. 
MR. O'DONNELL: Yes, and dispense with the reading 
Of 1%. 

Reference will be made to part of it from time to 
time during the sitting and such extracts ag are quoted 
I assume should appear at the appropriate places in the 


transcript. I would, however, draw to the attention of 


Wilh > 


Le aed 
ray 
en 


is & “ee 
+ ee “| is Ae! 
om : a ; at 2] 7) Alb ; 
a nF } an 


. 
| i: 

‘y ? 
; | ' ‘ eT a 

‘ “iy ven ia 
PRN cio 


#4 


obs i, 


J y iy he 24 : 
{; g-3 +f 


ii 


7 ; 


, A 1 oi xin, YY orry 
| «Siendod'o + a oie i DTA cata, pee ane 
,fotael renniert sett iseosta $5 ysM ile nog 4 i. io 


Heaiee baw fendtd an aarbenao, sit ok bee eng giiaeqo ne Pi" 
er bivow gt sits 1 


v. Yewe 


end te oe tet "t nial aang tq: | 
rena sae pales a a.trindl. & ‘mR AY taednmod dd 2 ted br0097 Gimaker 


Camco? sag .¢4 om f 


. ao Ae 
oe motes ie GHP Attw tbe sti (ar ieee notestadne 7 
. Lg 

{ 


i “2 =| LF 
oo ee tae { wed o¢ 90 
ou eae oe 
- z ¢ ' Se aeerrey "iy -s 7 i 
: Seiourt Seige sil et Todt 1 MAMTA Se TS a 


pe ey ee ga : oe APR ee be ea lon aca se me - ' : 
te ee gr Oats pe pee , + See a ij ‘eri bi ae pee'y t ieee Lew nee ct cae mM -! 
M SJ tw pas . as s iow : 


tae Pie os os OM Bete oe SU aera ‘has BE err ond { 
SA di ie ake ae lis ‘ | 
satis ‘eb abide agbeetintys oils ‘ved ot base ‘on i 


; , 
; Jats aS = ae , : o fae pa ae tds : o fe | 
Oe HOfaseriged sit -peeisy Tory osnety. “= cadtit betqa 


: nh ; | 
wa reg Pye ane ein ‘ ae “ Paget ti ; a . A é raya ie ee fee vi 15 Cs . aethe ob ; | HN my. 
. «* mee ee Jat * H ae of) rn 
pray athe ed “wotes Gino 9 dd ito SHES: gilt ated 7 est 

. | on 

adh) Sat BaedwiSbao ew do Seed tw noten tides i eee 


} a ay ec i) Eas 
Loman bof ay £ git : A ese 4's $LPeei oF Pe ce -2o8d0ad . ifs ) . es 


|) eae ; i 

Te A pe eer) ee oes De ee eC Tee RON ape her's at Ms bean 

Mae ote Bit De eRe ea Bey EN EA tee res YOu, ? cy q aah! 
x k = nT ; " : ; ‘ , i g 7 | il 


Sgrmoeaeis “ada ode Licai eines bee od tte a 
i Z at ; : 3 ee } ; a 2 * ry | 
WaRe DRM oS ‘pikes Gite sie Kope wit. ee wrod petelseae ottup ‘at ae 


} ; eRe ee Lt ft en, 
Fee of, Oa) “2 Veerom OE PPADS en FON BA ¥. (bisa, % am j j cs 


deans up wah ‘Afi pot) a pinched “ud mobee tamed Ae 10 emty. head th 


| Etiimoo be 7. -auees aw ae tew cr w soteetnaye : a a 
eee | & eile « & y r . : ; . : : 
; 3 ie s a tet “ah a 
ae inset ney i ) pepe come? stoup ore: ashdned oS 
ne iw ; ety." 
pipe ena ; “Been Be ot oud LL tw 2 / vgMREAHD SH? 1a 


ie APS Vie, 


< ot. bs hae 
af ane | te ocdtw ae linge bas. , 29”: ase 0 oA 1 a 


ae Ta ONCE Demat i fh ai By ve, ical a to” ne 
de | nh 


anes be ‘os conn in sil abst ed) AED, eoemell He 7 ‘. 


-18370- 


the Commission the fact that at the end of the formal 
Submission, which is now exhibit 214, will be found a map 
which is therein referred to as exhibit A. It might be well 
to have this map given a Specific exhibit number, and I 
Suggest that it might be marked as exhibit 215. 

EXHIBIT 214; Filed by Mr. O'Donnell. 

Formal submission of Canadian 
National Railways, 

EXHIBIT 215: Filed by Mr. O'Donnell. 

Map referred to as Exhibit A in 
formal submission. 

Two further exhibits referred to in the formal sub- 
mission as exhibit B, reference to which will be found at 
page 87, and exhibit C, mentioned at page 92, will be 
produced in due course, at which time they will presumably 
be given specific exhibit numbers. They are separate 
documents and are not to be found in the formal submission 
itself. 

We have considered that it would be fitting at the 
outset of the case for the Canadian National Railways that 
the Chairman and President, Mr. Donald Gordon, C.M.G., 
Should present a statement to the Comission. I therefore 
ask Mr. Gordon to be good enough to come forward for this 
purpose. With the permission of the Commissioners, I do 
not propose to interrupt Mr. Gordon's presentation by 
any questions. I might say, my lord, and members of the 
Commission, that the courtesy of the Commission and of all 


our learned friends in agreeing to hear Mr. Gordon at this 


time is greatly appreciated. 
MR. DONALD M. GORDON, called: 
eee 


MR. GORDON: Mr. Chairman and Commissioners: 
It would seem appropriate at this time, that I 
should make a statement on behalf of the Canadian National, 


speaking to the broad principles involved in this inquiry 
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and supplementing our Submission in respect of the adjust- 
ment of our capital structure, a matter'of the gravest 
concern to myself, our Board of Directora and my associates. 

While I assumed the responsibilities of 
Chairman and President of the National System but a few 
weeks ago, the nature of my duties and experience these 
past years have afforded me an excellent opportunity to 
become familiar with the economy of the country and its 
broader problems. The Railway problem, and particularly 
the situation of the Canadian National from a financial 
point of view, are among the more pressing matters which 
require solution. The financial aspects of the Canadian 
National have received my careful Study and earnest con- 
Sideration since I assumed office. I therefore welcome 
this opportunity to come before your Commission. 

Our Submission deals in general terms with 
a national transportation policy and we have suggested 
that your Commission might well recommend to Parliament 
the definition of such a policy. No doubt the evidence 
which has accumulated throughout your hearings 

/has indicated the necessity of properly co-ordinated and 
fairly regulated services embracing every form of trans- 
portation. 

The importance of the railways in the national 
transportation field cannot be exaggerated. They are of 
prime importance from the viewpoint of national development 
and national defence. Anything which weakens or affects 
their ability to operate and maintain their properties 
efficiently, weakens the country generally. I do not wish 
to infer that other transportation agencies have not an 
important place in the national transportation field; 
they undoubtedly have. Each has its inherent advantages 
which must be recognized. That each should perform the 


function for which it is best adapted is essential if we are 
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to have the most efficient transportation system. 

It is equally essential that these other modes 
of transportation should not be permitted to continue 
competition in an unfair and unregulated manner with the 
railways in the field in which the railways beyond doubt, 
are the most efficient and economical agency. These 
matters are of national importance and are matters with 
which a national transportation policy must be concerned. 

The Canadian National is in a unique position. It is 
the largest system in the transportation field, it is 
Canada's largest employer of labor and the nation's 
largest buyer of materials and Supplies. Its influence in 
the economic life of Canada is extensive. That its pros- 
perity is tied in with national prosperity and welfare 
cannot be questioned. At the same time the financial 
results of the Canadian National distort the true efficiency 
with which the System's operations are conducted. It is 
urgent that the true operating results be clarified. 

Some of these distortions result from our capital 
Structure which your Commission has been directed to review. 
Study of this subject will demonstrate that by comparison 
with other railways an undue proportion of the capital of 
Canadian National is represented by interest-bearing 
Securities. The advisability of amaking a realistic 
adjustment of the capital structure and the extent of such 
adjustment, are the questions which arise. The main Sub- 
mission of the Canadian National which has already been 
filed with your Commission, clearly indicates that such 
adjustment is imperative, and that it should be substantial 
in amount. Apart from the strictly financial aspects of 
the matter, adjustment is also important for the reasons 
set out at pages 75 to 79 of the Main Submission, with 


which reasons I am in entire agreement. 
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A realistic capitalization of the Canadian National 
must of necessity be related to its future earning power. 
The historical record is only of value as offering some 
basis for forecasting future results. The earning power 
of the Canadian National from 1923 to date shows wide fluc- 
tuations. In some years earnings available for interest 
char es and other corporate needs have been substantial. 

In some other years, although there has been an operating 
surplus, there has been a deficit even before fixed charges. 
It is significant that the periods of high earnings were 
short-lived and came under boom or war conditions. They 

are therefore not to be taken as indicative of the situation 
which could be expected to prevail normally or in the future. 
Moreover, during periods of low traffic, maintenance costs 
were reduced to some extent at the expense of the property 
and therefore the historical record overstates its earning 
power. 

As to the future, while it is quite clear that the 
Canadian National will continue to be a powerful and useful 
instrument for the development of Canada and an essential 
part of national defence, there are discernible trends which 
are adverse to net earnings. Highway competition, already 
Sizeable in amount, will tend to increase and will divert 
from railway earnings the higher grade traffic from which 
most net earnings arise. Also to be considered is the 
effect of other competing forms of transportation, such 
as air transport and coastal and inland waters transport. 

Future operations will be burdened to some extent 
by the deferred maintenance of property and the deferred 
renewal of equipment resulting from war services of the 
System. While, during the period of high earnings, reserves 
were set up to meet such expense, they have been seriously 


depleted by post-war inflation. Due largely to inflation, 
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rolling stock of the System stands in the accounts at 
figures far less than replacement cost. As a consequence, 
as replacements occur there will be an inflation of capital 
which, in turn, will adversely affect earnings through 
increased depreciation and interest charges, even when 

due allowance is made for the fact that the new equipment 
will be of an improved design, have greater usefulness and 
be more economical to operate than the equipment being 
replaced. 

Inflation bears with particular severity on the 
Canadian National by reason of its relatively low-traffic 
density. There can, moreover, be no assurance of the 
effectiveness, in so far as net earnings are concerned, of 
offsetting inflationary increases in cost by increases in 
freight rates since it is conceivable that the railways, 
by such procedure, might price themselves out of the market. 

The construction of additional branch lines to develop 
the natural resources of the country must also be considered. 
Such lines are expensive to construct and while they may 
be justified by the anticipated increases in national 
wealth and national income, they are not likely for many 
years to produce sufficient railway earnings to pay the 
additional expenses which they entail and the interest 


and depreciation on their capital cost. 


Page 18379 follows 
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The future earnings of the property, which form the 
basis of a rational capitalization, must reflect the effect 
of the foregoing facts and circumstances, It is conceivable 
that in some years the property would do no better than meet 
its Operating expenses, In good times it would be reasonable 
to expect fairly substantial Carnings., For a property having 
these characteristics, it would be logical to consider that 
all of the capital Should be in the form of equity and that 
none of it should be interest-bearing, However, since the 
country is faced with @ Situation in which the interest- 
bearing securities of the Canadian National amount to 
$1,344,000, 000 (1948 figures), of which $760,000,000 is hela 
by the Government and $584,000,000 is hela by the public, it 
becomes a matter of practical policy as to how the Capitali- 
zation should be restated, 

After careful Study I have come to the conclusion that to 
Show results of operation which would meet commercial tests, 
the amount of interest-bearing Capital which may be included 
in a restatement of the capital structure Should be of reletive-— 
ly small Proportions, in contrast to the present interest- 
bearing capitalization of $1,344,000,000. In arriving at my 
conclusion I have given particular consideration to the 


following: - 


C2} INTEREST -~ BEARING OBLIGATIONS ASSUMED WITH 
ACQUISITION OF INSOLVENT RAILWAYS 


The Canadian Northern and Grand Trunk Railway Systems 
would not have been acquired by the Government had they been able 
able to carry on as private enterprises, As is well known, 


they were acquired in the National interest as going concerns 
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instead of having been put through Da tieruptey proceedings. 

As a result there was taken into the Canadian National System 

at its inception, $804,000,000 of interesting-bearing debt. 

Some of this, acquired from the Grand Trunk, included securities 
which under private ownership had been on a contingent earning 
basis; these were converted to a fixed interest basis as part 
of the acquisition. What proportion of this large amount of 
fixed interest-bearing obligations might properly have been 
written off or reduced to equity capital as a result of 
bankruptcy proceedings is, of course, impossible to determine 


at this late date, 


It is however, certain that considering the property as 
& system which had to be operated in its entirety, and con- 
sidering the matter from the viewpoint of ordinary commercial 
standards, there was no hope of attracting private capital in 
any amount whatsoever. The earning capacity of the property 
was without promise and hundreds of millions would have had 
to be invested to take care of the backlog of deferred main- 
tenance, necessary improvement and co-ordination costs. Under 
Vedra tices it seems reasonable that the entire amount of 


the above-mentioned fixed interest-bearing obligations should 


be converted into equity capital. 


(2) RUN-DOWN AND SEMI-FINISHED CONDITION 
OF PROPERTIES TAKEN OVER 


The privately-owned properties, when taken over, were 
badly run down and, in the case of the Canadian Northern Rail-— 
way System, cannot be said to have been properly completed and 


equipped. It would appear to have been the deliberate policy 
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of the Canadian Northern to construct railway lines with as 
little initial capital expenditure as possible, looking to 
completion after operation had begun, Despite large amounts 
expended on rehabilitation and construction prior to 1923, a 
great deal still remained to be done to take care of this 
Situation on the lines of the Canadian Northern and the 
Grand Trunk Systems at the time of consolidation. Much of 
the expenditure was chargeable to operating expenses but 
inevitably a proportion of it was of a capital nature. The 
net investment expenditures of the System, 1923-1947 
inclusive, have amounted to some $707,000,000. It is a 
reasonable estimate that of this amount at least $100,000, 000 
represented necessary improvements to the property which did 


not add to the earning power of the System. 
(3) CO-ORDINATION costs 


The Canadian National management following consolidation, 
was faced with the co-ordination of these previously com- 
peting systems, Co-ordination, it is estimated, has required 
the expenditure of $40,000,000 for main-line connections, 
belt lines and terminal rearrangements, notwithstanding which, 
the property falls considerably short of having a proper 
location of main lines in relation to branch lines and of 
terminals in relation to its traffic pattern which would 
have been secured had the property been designed and con- 
Structed as an entity. 

The System has more mileage than is functionally necessary 
to meet its requirements. The excess mileage has been reduced 
to some extent by abandonment of duplicating facilities 


where this could be done without injury to the national 
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economy. This applies to those instances where the duplicating 
facilities were located so Closely together that one of the 
lines would serve all needs of the community. Generally, 
however, this is not the case and the lines which are function- 
ally duplicate as main lines also serve the local needs of the 
Communities through which they run. The practice in such 

cases was to choose the better line as the main line and to 
continue the other in service as a secondary line, 

There are 3820 miles of line on the Canadian National 
which were originally constructed as main line and which in 
the process of co-ordination have been reduced to secondary 
lines. 

The maintenance ana operation of these linesis a burden 
upon the System, even when allowance is made for their use as 
Secondary and branch lines. This burden on revenues should 
be taken into account in considering the capital structure 
of the System, 

It 1s estimated that the burden constitutes an operating 
disability in excess of $8,000,000 annually or an equivalent 
capital disability of $250,000,000, which in a sense is, and 
for convenience might be described as negative capital. This 
amount, together with the money expended upon co-ordination 


Projects, totals $290,000,000. 
(4) CANADIAN GOVERNMENT RAIIWAYS 
SSR AR UOMERNMENT RAILWAYS 


The Canadian Government Railways constitute a considerable 
portion of the Canadian National System, Prior to the forma- 
tion of the Canadian National System and the entrustment to 
it of the Canadian Government Railways, capital for these 
lines was provided by the Government free of interest. During 


the years of administration by Canadian National a change was 


iS 


— 
r a rm tes 
o= 
pan = 
Se “2 = +t 
> se . 
7 rie: Me 
oe ais ie ak 


whet ames 


FSL 


- 18383 - Mr. Gordon 


made and the System has since been burdened with interest- 
bearing capital for additions and betterments and for rolling 
Stock, which at the present time has accumulated to some 
$110,000,000.! 

There is a pension fund, closed to new members in 1929, 
which is applicable to the Canadian Government Railways, This 
funa 48 more expensive to support than the general pension 
fund of the Canadian National to the extent of an equivalent 
capital amount of $25,000,000. ‘taken ih conjunction with the 
$110,000,000 above mentioned, this makes a total of $135,000,000. 

While attention is directed to this Situation, and for 
the purpose of this review, the sum of $135,000,000 is included 
in the statement of the System's capital burden, it is recog- 
nized that the Canadian Government Railways are now an integral 
part of the Canadian National Railways for management and 
operation, Therefore, although it is reasonable that the 
Canadian National be relieved of capital expenditures on the 
Canadian Government Railways and of their extra pension costs, 
it is considered that, if the measures recommended herein for 
the restatement of the capital structure of the Canadian 
National and the method of finding new capital are adopted, 


no special relief should be claimed for these items. 


(5) EFFECT OF ACQUISITION OF UNREMUNERATIVE 
LINES IN NATIONAL INTEREST 


From time to time the Government has acquired and has 
caused to be incorporated in the National System, in the 
national interest, lines of railway which had little or no 
net earning power in themselves, which were in a run-down 


condition and required rehabilitation. The Canadian National 
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income account was thereby adversely affected. These lines 


are as follows:- 


Cost Mileage 

Inverness Railway & Coal Co. $ 375,000 60.8 
Kent Northern 60,000 26.8 
Gaspe Lines 3,500,000 20243 
St. John & Quebec 6,000,000 158.3 
Quebec, Montreal & Southern 5,920,361 191.0 
$15,855,361 639.2 


The cost of acquisition and of rehabilitation has amounted 
to about $18,000,000. Incorporation of these lines in the 
System increased operating expenses applicable to each by 
reason of the obligation to pay wages at System levels and 
to assume pension liabilities, while on the other hand rates 
for transportation service had to be reduced. The effect of 
these changes wes decidedly adverse to the net income of the 
System. and constitutes another example of what has been termed 
negative capital, It is appropriate therefore to set up 
negative capital of $12,000,900 which, added to the cost of 
acquisition and of rehabdlitation totals $30,000,000. 

Consideration must also be given to the situation created 
recently through the entrustment to Canadian National of the 
Newfoundland Railway and Steamship Services and the Temiscouata 
Railway. 

It is anticipated that the operations of the Newfoundland 
Railway and Steamship Services will burden the System income 
account tO the extemt pf $4,000,000 yearly. Expressed in 
terms of negative capital this amounts to $134,000,000, 
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Further, substantial amounts of capital will also be required 
from time to time to improve the property, 

The operation of the Temiscouata Railway witl constitute 
an additional burden on the Canadian National and will adversely 
affect its net annual income to the extent of $180,000, the 
equivalent of $6,000,000 in terms of negative capital, 

The total of the Capital items in this group is 
$170,000, 000. 


(6) EFFECT OF DEVELOPMENT LINES 
so eh eR AMD neh berate ho hel eo tas ed 


Large amounts of capital have been spent upon develop- 
ment branch lines, the whole cost of which by necessity has 
been provided by the issue of interest-bearing obligations, 
whereas in sound financing procedure, a substantial percentage 
of the cost should have taken the form of equity financing. 
The amounts so expended total $85,000,000, and if a minimum 
of 40% be taken as the amount which should represent equity 
capital, the capital burden of the Canadian National is in 


this respect excessive to the extent of $34,000,000. 


SUMMARY 
Summarizing the above, the following statement of ex- 
cessive capital burden upon the Canadian National System 


is obtained:- 
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Interest-bearing obligations 
assumed with acquisition of 


insolvent railways, $ 804,000,000 


Run-down and semi-finished 


condition of properties 


taken over 100,000,000 
Co-ordination costs, 290,000,000 
Canadian Government Railways 135,000,000 


Effect of Acquisition of 


unremunerative lines in 


National interest, 170,000,000 
Effect of Development Lines 34,000,000 
$1,533, 000,000 


This statement evidencing excessive capital burden 
of $1,533,000,000 (which is in excess of the Fixed Charge 
Debt of Canadian National of some $1,344,000,000) supports 
the conclusion that an undue proportion of the capital 
invested in the Canadian National System is represented tee 
interest-bearing securities. 

It is submitted that by ordinary commercial stan- 
dards, the entire interest-bearing capital should be 
converted to equity capital. However, in view of the 
practical difficulty in the way of converting the interest- 
bearing capital in the hands of the public into equity 
capital at this time; and having regard to the potential 
earnings of the Canadian National System, which are con- 


Siderable and may in some degree offset the adverse factors 
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here considered; and on the assumption that the present 
imbalance which exists between railway rates and railway 
costs will be removed by adequate rate increases, I submit 
the following as an appropriate adjustment: 

(1) The $760,000,000 of interest-bearing 
obligations held by the Government should 
be exchanged for equity capital and reflected 
in the balance sheet as such. 

(2) The Government should acknowledge an 
indebtedness to Canadian National in the 
amount of $300,000,000 to bear interest 
at 3% until discharged. This would be set 


up in the accounts of Canadian National as 


a capital fund to be drawn on from time te 
time to retire interest-bearing obligations 


in the hands of the public or for capital 


additions to the property. As consideration 
for the acknowledgement of the indebtedness 
aforesaid, Canadian National would issue 

a commensurate amount of equity stock to 

the Government. 

(3) Future development lines should be 

financed to the extent of not more than 
60% by interest-bearing securities, the 
balance to be supplied by the Government 
against the issue by Canadian National 
of a commensurate amount of equity stock. 

Mr. Chairman, inisaying whet I have just said on 
this particular point I would definitely wish to emphasize 
and make clear that there is no intention on the part of 
the Canadian National Railways to undertake the con- 
Struction of any and all railways which might in the future 


be svegested, even if 40 per cent of the capital were to 
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be provided by way of equity stock. The Canadian National 
Railways should be free to consider on its own merits 
each individual case of doveLUHHERELY 2 eMek might be 
proposed in the future. 

It is my considered Opinion, concurred in by 
the Board of Directors, that nothing short of these 
measures can be deemed adequate treatment of the capital 
Structure of Canadian National. These measures, if put 
into effect, should enable Canadian National, on the 
average, to meet its fixed charges, including interest on 
funded debt. 

I submit very earnestly that the adjustment of the 
capital structure of Canadian National is long overdue 
and that for the reasons set forth in the Submission filed 
by Canadian National with you in October last, as well as 
for the further reasons already presented and to be 
presented during the course of these sittings, your Com- 
mission should recommend that it should now be adjusted. 
SURPLUS EARNINGS 

Prudent business management and judgment have 
alweys approved the establishment of reserves in years 
of financial prosperity for use in the leaner years. On 
the assumption that our proposals are implemented, it is 
not unreasonable, as I have indicated, to anticipate that 
C nadian National will in. some years have surplus earnings. 
The task of Management would be greatly eased in my 
Opinion, also concurred in by the Board of Directors, if 
there were a recommendation from your Commission that the 
Board of Canadian National use such Surplus earnings (a) 
to provide sufficient funds to cover expenditures for 
non-revenue producing improvements and betterments; and 
(b) to establish a rate stabilization fund which it is 


hoped could be built up in good years and drawn upon in 
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poor years with the view of affording stability to the 
rate structure and tending, to the extent of the fund from 
time to time existing, to postpone the necessity of 
applications for general freight rate increases. Your 
Commission is respectfully invited to recommend the 


Proposals which I have just made regarding this subject. 


(Page 18391 follows) 
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UNIFORM ACCOUNTING AND STATISTICAL PROCEDURE 
——— OLIV AL PROCEDURE 


Our Company has Submitted in respéeet to account- 
ing, that there should be 2 uniform System of accounts for 
Canadian railways and thot Such system should be prescribed 
in accounting Classifications to be issued by the Board of 
Transport Commissioners. That there should 9lso be 
uniformity between the accounting regulations of Canadian 
railways and United States railways seems equally desir- 
able. Cenadian railways have lines in the United States 
and United States railways have lines in Cenada., Compari- 
Sons of operating results snd Statistics do not stop at the 
International Boundary, 

Our Company considers that: records and reports 
8S maintained and made by Canadian railways should be 
based upon uniform Statistical classificstions and con- 
Siders that the classifications prescribed by the Inter- 
State Commerce Commission Should be incorporsted in any 
new Canadian classifications. 

There sre other matters covered in our Submission. 
All will be dealt with by our senior officers who will be 
available to render seny assistance to the Commission of 
which they sre capable and also for examination in respect 
of the whole Submission and the details of the plan which 
I heve enumerated during these brief remarks. 

We consider that the establishment of Canadian 
National on the bases which I have put forward would be 
prudent and would tend to more efficient management sand 
to greater effectiveness in meeting the essential needs of 
the netion. Canadian National service is vital to the 
development of Canade end is 3 vitel part of Caneds's 
defences. Canadisn National should be provided with a 
realistic capital structure. 


This is ell I have to say, Mr. Cheirman and 
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Commissioners, end I thank you for the attention which 
you have so kindly given me and the Opportunity to eppesar 
before you, 

THE CHAIRMAN: Now, Mr, O'Donnell, sre you going 
any further with Mr, Gordon? 

MR O'DONNELL: That is all as far ag I am con- 
cerned at the moment, my lord, 

THE CHAIRMAN: Does anyone desire to ask any 
questions of Mr. Gordon? 

MR O'DONNELL: I understend the witness who wes 
testifying is to resume now end cerry on and finish his 
testimony, end then we will resume our cage when that is 
done. 

THE CHAIRMAN: You mean When Mr. Gordon retires we 
Will go back to the previous witness? 

MR O'DONNELL: Thot is my understanding. 

THE CHAIRMAN: Does anybody want to ask Mr. Gordon 
any questions? 

MR MACPHERSON: Mr. Chairmsn, I do not went to ask 
Mr. Gordon eny questions, but on behalf of my province I 
went to say this, thet I think we should recognize the fact 
that Mr. Gordon has Just recently been appointed to this 
very important post, that we congratulate him, and that we 
wish him well. We recognize that he is in 93 very special 
Way equipped as a Cansdisn citizen, and we know of his 
petriotic zesl sana his erdour, and we wish him well. In 
Saying thet and in refraining from asking him any questions, 
I do not Suggest that I will not appraise in due course 
the recommendations thst ere made in his Statement, but I 
egree entirely with the fundamentsl principle which he lays 
down, thet the importance of the railways in the netionel 
transportation field cannot be exaggerated, 


MR FRAWLEY: Mr, Chairmen, Spesking for Alberta, 
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I would like to associate myself with the remarks of my 
friend Mr. M:cPherson, in greeting Mr. Gordon upon his 
taking the Chairmanship and the Presidency of the Canedian 
Netional Railways. We in Alberts wish him very well in 
his new position, TI understand from my friend Mr, 
O'Donnell thet he will have other witnesses, Mr, Cooper 
and Mr, Fairweather, who can be examined upon ell parts 

of Mr. Gordon's Statement, end, with that understanding, I 
have nothing to ask Mr. Gordon; but very likely efter this 
very interesting statement is studied I would like to ask 
Mr. Cooper or Mr. Fairweather some questions about it. 

MR O'DONNELL: Mr, Cooper and Mr. Foeirweather 
will be here throughout, es-Mr. Gordon has Ssid, end will 
be very glad to help ss fer as possible. 

MR BRAZIER: Mr, Chairman, on behalf of the 
Province of British Columbia I would like to join in the 
remarks made by my friends Mr. MacPherson snd Mr, Frewley. 
I know the people of British Columbia were very pleased to 
learn of the appointment of Mr. Gordon to such an important 
position as the heed of the Canadian National Railways. I 
am sure that he will find 9 great degree of co-operation 
from all the people of British Columbia whenever he comes 
out there, 

MR SMITH: Speaking on behalf of the Province of 
Nove Scotia, Mr. Chairman » may I associate myself with the 
observations which have been made by preceding counsel. 

MR BARRY: On behalf of New Brunswick, Mr. Chair- 
man, I wish to associate myself heartily with those remarks. 

MR CAMPBELL: Mr, Chairman, on behalf of Prince 
Edward Island, I might Say that not all the things that 
we heave said during this case in connection with the sub- 
missions of Prince Edward Island sre deleterious or critical 


of the Cansdian Netional Railways. While my friends for 
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the other provinces have Seid that they do not propose 
to ask any questions, there is, however, Part Three in 
the Prince Edward Island brief which I think requires of 


me to ask at least one question of this witness. 


CROSS-EXAMINED BY MR CAMPBELL: 

Q. As I have said, Mr, Gordon, not everything that 
Prince Edward Island has seid in its brief is critical of 
Canadian Nationsl Railways. May I ask the Secretary 

to place in the hands of the witness the Prince Edward 
Island brief? I would like to read, at page LL5; . the 
first large poragraph from the top, that is, the fourth 
paragraph actually: 
wirrie Cenadion National Railway system stretches 
across the length of C nade, southward into the 
United Stetes, northward to the Hudson Bay, not 
demonstrating the failure of State ownership, but 
proclaiming its glittering success, Despite the dis- 
advantages of vehement and brilliant competition, of 
Over-expansion of mileage, allied to retarded develop- 
ment of facilities, of political opposition, there 
has emerged, from broken-down railways operated half- 
heartedly by men possessing no corporate enthusiasm, 
8 railway second to none in the World, staffed by 3 
body of men in whom has been instilled a fierce and 
aggressive loyalty. Surely 311 this could not have 
been accomplished if Government owners.hip necessarily 
implies political interference or the «creation of 3 
political machine," 
Now, the question which I feel constrained t:o ask you, Mr, 
Gordon, is -- I realize you have only been, a8S you say, 32 
few weeks in your present position -- has theere been in 


those few weeks any political interference in. the operation 
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of Canadien Nationsl Roilways? 

A. Not the remotest Suggestion of political inter- 
ference of any kind, 

Q. Thnk you, Mr. Gordon. Now, in connection with 
the remark made by one of your illustrious predecessors, 
Sir Henry Thornton, would you please turn to page 67, the 
fourth paragraph from the top? This is some evidence of 
the late J. Leroy Holman in the Truck Ferry Rates Case: 

"Sir Henry come into the car and sat down, 

"What is your problem?! At that time, I believe the 

rates for cars, return, were somewhere sround $12.00. 

We told him and he Said, 'In my opinion, it would 

be good policy for the Canedian National Railways to 

carry those automobiles scross to Prince Edward 

Island free because it would bring such tourist 

traffic to the province it would increase the pros- 

perity of the people. The railway would get its 
return, financial return, by catering to a prosperous 
community, '" 
Now, I do not wish to ask you, Mr. Gordon, whether .you 
think cars should be carried free; I would merely like 
you if you would to confirm Sir Henry's statement there, 
that 3a railway gets part of its financial return by 
catering to 2 prosperous community? 

A. Well, Mr. Chairman, it seems to me that it is 
fairly obvious thet the higher the state of prosperity the 
more prosperous the railway is likely to be, but I would 
not like to admit by inference that because a community is 
prosperous it should get a service at lower than 9 reason- 
able return. 

Q. ‘nd the same thought at the bottom of page 70 and 
the top of page 71. In the last paragraph on page 70 the 


Same witness is saying, in the third line of that peragramh: 
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4 


"I remember discussing it one time with Senator 
Sinclair and with Sir Henry in Montreal, It was a 
matter of discussing a Superintendent for the Prince 
Edward Island railway. He said, 'I suppose you people 
would just want an Islander.' TI believe we told him 
we would want the best man he could send to us. He 
Said his ides would be that he would take a young man 
with a college education along lines that would be 
applicable and beneficial for the operation of 9 
railway or maneging 9 railway sand he would say, 'Here, 
young fellow, there is Prince Edward Islandj thet ta 
your baby. Anything you can do to develop the trade 
of Prince Edward Island in order to make the people 
there more prosperous is your first consideration, 
You do not have to worry about the railway making 
money if you do that,'!" 
I suppose the game answer as you gave to the other question? 
Ke Y6ss °I think T Should add to it, too, that in the 
organization of the Canadian National Railways, of course, 
regional officers sre appointed, and they definitely have 
in mind the desirability of doing everything within their 
power to promote the prosperity of the particular community 
in which they are located. 
Q. Just one other question, Mr. Gordon. At page 105 us 
the second last paragraph -- this is from the remarks of a 
former President of the C.P.R. I just wonder if you agree, 
This is Sir Edward Beatty: 

"The prejudice sgainst monopoly is founded on 
unfortunate past experience in railway and other 
fields, but in this case it loses its force because 
railways no longer have a monopoly of transporation, 


Their rates and services ere disciplined, or, st any 


rate, powerfully influenced, by competition from 
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waterways and rosd vehicles, and will in the future, 
0 venicles 


ay aL7 probability, be further affected by air 

services," 

Do you agree with that statement? 

A. I see nothing in it to disagree with, reading it 
a8 I read it, but I do not like to make comments on sen- 
tences extracted from their context. If this is intended 
to convey the General ides that the railway service will be 
powerfully influenced, as stated here, by competition from 
other modes of transportation, then of course I would agree — 
with that obvious fact. 

Q. Thank you, Mr. Gordon, 

MR COVERT: Mr. Choirmen, I had intended taking 
advantage of Mr, Gordon's presence to ask him a series of 
questions about the revision of the Capital Structure, but 
when I read the penultimate paragraph in the brief, it says 
thet officers of the Canadian Nationel will be called to 
deal with these matters, and I gether from Mr. O'Donnell 
that that is the Situation, 

MR O'DONNELL: That is correct. We will have Mr, 
Cooper, who is a Vice-President, and Mr. Fairweather, who 
is a Vice-President, and any others whom you may need will 
be available at all times, 

MR COVERT: [In that case, Mr. Chairman, I will not 
ask any questions. 

THE CHAIRMAN: Well, Mr, Gordon, we thank you, and 
I am glad to see that the sentiment of good feeling toward 
yourself is unanimous, 

THE WITNESS: Mr. Chairman, before Stepping down, 
may I express through you my personal appreciation of the 
kindly personsl references which have been made to me, end 
particularly of the consideration that has been show to me 


here today. 
(Page 18400 follows) 
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P._C. ARMSTRONG RECALLED 
AD 
CROSS -EXAMINATION BY MR. M.A. MACPHERSON, K.C., CONT'D 


MR. SINCLAIR: Mr. Chairman, before Mr. 
MacPherson resumes his cross-examination of Mr. Armstrong 
I would like to file this breakdown between Canadian 
Pacific employees union and non-union, which was 
referred ° yesterday, and which was an Exhibit in the 
Twenty Per Cent Case. 

THE CHAIRMAN: It was an Exhibit? 

MR. SINCLAIR: Yes, and I dealt with it 
yesterday morning. It arose out of a question put to 
me on the day previous Dy Dr. Inivis. 

THE CHAIRMAN: Was it given a number? 

MR. SINCLAIR: No, it was not. 

MR. COVERT: It will be Exhibit No. 216. 
EXHIBIT NO. 216: Filed by Mr. Breakdown between Canadian 

Sinclair Pacific Employees, Union 
and Non-Union. 

MR. MACPHERSON: Q. Mr. Armstrong, in your 
evidence of the day before yesterday, at page 18068 -- 

A, Yes, sir. 
Q. The last answer on that page, you said: 

"A. Well, the price at Fort William 
or Vancouver, those are prices which are functions 
of the international wheat market. Those are 
not primary markets; those are markets at which 
the effects of the world wheat market are 
reflected in local prices." 

Do I understand that to mean that the world 
price is the price which governs? 


a, Which starts all negotiations, yes. 
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They start there, 

Q. And the Fort William price simply reflects 
that? 

A. Yes. It reflects that, of course, with any 
alterations which may Occur between the Fort William 
and the world market in transportations costs and 
other handling charges, And, as I tried to point out 
yesterday, there is not 4S precise and clear reflection 
as there is at Winnipeg of prices paid at country 
points, because international grain traders, the 
great companies which trade in grain, and now the 
British Cereal Import Board are remarkably skilful, 
in that they can buy wheat from the Argentine Republic 
at a very different price than they pay Canada. 

THE CHAIRMAN: Who is that? 

A. These great buyers, the great international 
buying companies at one time, and now the British Cereal 
Import Board, and these great international companies, 
they, by the exercise of great skill and ingenuity, 
are able to play very remarkable tricks at buying and 
paying different prices from different people at the 
Same moment. 

MR. MACPHERSON: Q. But you regard the Fort 
William price as a function of the international 
wheat market? 

Bw Oh, there is no question about that. 

Q. There is another page of your evidence on 
which I wish to hear Something from you, and that is 
page 18094? 

A. Yes, sir. 


Q. At about the middle of that page you say: 
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"So far as transportation is a factor 
in wheat prices at all, the Canadian farmer 
1s certainly at no disadvantage. He is the 
best situated in the world to the extent 
to which that helps him, " 
That was your evidence? 
1 es Yes, sir. 
Q. Now, do you regard the Canadian farmer as 
being "at a disadvantage in competition with other 
wheat producers in the world, who supply the world 
market? 
A. In what disadvantage would he be? 
Q. Have they any disadvantages? 
A. Well, do you mean in a general open market, 
would you say? It is quite important, that suggestion. 
At present, the Canadian farmer has a very 
definite disadvantage, whether wisely or unwisely, 
because the governments of the two countries, the 
United States and Canada, have adopted different 
marketing policies, with the result that theCanadian 
farmer does experience a disadvantage when compared with 
the United States, as a result of the contrast of these 
policies. 
Q. In his location? 
A. Oh, no, no. We have taken care of that. 
The railways have taken care of that. 
Q. He is not at any disadvantage? 
THE CHAIRMAN: He is what? 
A I said the railways have taken care of that. 
MR. MACPHERSON: Q. You knew Sir Edward Beatty? 
RY Oh, yes, very intimately. 
Q. And you worked closely in conjunction with him? 
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A. 208) 

Q. You were economic adviser to him? 

AS Sir Edward left the company before I was 
actually appointed economic consultant. But in the 
latter part of his lifetime I acted as economic adviser 
to him. Unquestionably, although I was called a special 
representative. 

Q. Would that include the years 1933, 1934, and 
1935? 

ne Very much so. I was very close to him in 
those years. 

Q. Then you would probably be familiar with an 

address which was delivered by him before the Canadian 
Political Science Association of Montreal on the 22nd 
of May, 1934? 

A. I thinkI remember that. I think I was in the 
hall. I am a member of that association. 

Q. I shall read part of that address to you 
and ask you whether you agree with it as of today's 
date. 

MR. SINCLAIR: Have you got a copy of it? 

MR. MACPHERSON: No, I have not got a copy. 
But I am sure there will be a copy of it in the 
possession of the railway. And Mr. Armstrong says he 
was in the hall and heard it delivered. 

THE WITNESS: It was a long time ago. 

MR. MACPHERSON: Q. 

"Nature designed Canada as a reservoir 

of many of the things which are essential to 

mankind's existence under civilized conditions. 

It can produce much more than its potential 


population can consume and, therefore, it must 
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live by exports. Geography has been unkind 

to Canada in the matter of relating it to 

its profitable markets. No nation can be 

named which is so vitally concerned in 

Obtaining cheap and efficient internal 

transportation. The removal of this 

Seographical disability has been the 

declared purpose of every man who has 

written his name in our transportation 

history." 

Do you remember that Speech? 

A. Very well. 

Q. Do you agree, taking various parts of it << 
do you agree that Canada must live by exports? 

A. Oh, very markedly indeea . There is 
no country in the world to which exports are more 
important than Canada at the present time. 

Q. Do you agree that geography has been unkind 
to Canada in the matter of relating it to its 
profitable markets? 

ey Geography started out by being unkind, but 
the Canadian Pacific and the Canadian National have 
been more kind about it. 

Q. Now, Mr. Armstrong, seriously? 

A. I am not joking. I point out that that is 
exactly the correct answer to your question. 

Q. Well, I want to find out whether you are 
Serious about it? 

A. I am absolutely serious. I am perfectly 
Serious. 

Q. You say the extent to which geography has 


been unkind to Canada in the matter of relating it 
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to its profitable markets has been corrected by the 
railways? 

AY More than by any other factor, modern technology 
in general. 

Q. But it has been corrected by the railways? 

A. As far as transportation is an issue, it is 
due to hie efforts of the Canadian railways and to their 
position ee aah e Canada is in a position to have 
access to these export markets. 

Q. I mean, talking about the effect: Do you say. 
that in your opinion that that Statement is not correct, 
about geography, and as to relating it to its profitable 
markets? 

B I thought I had said that geography had been 
unkind, and, as Sir Edward Beatty said, the railways 
had attempt¢d to mitigate the unkindness. 

Q. And that they had succeeded, in your opinion? 

A. Oh, i think so. 

Q. Do you agree that "no nation can be 
named"? That is a pretty sweeping statement. "No 
nation can be named which is so vitally concerned in 
Obtaining cheap and efficient internal transportation"? 

Bi. I think that is quite true. I cannot think 
of any nation in which cheap and efficient transportation 
is more important, anywhere. 

Q. I now want to refer to another speech of 
Sir Edward Beatty's, delivered in the Toronto Canadian 
Club on May 20, 1935. Do you remember that occasion? 

A. No. I am sorry. I was not there. 


Q. I shall read parts of it. He was speaking to 


the Toronto Canadian Club and he said: 


Wl ; ay 


‘ i ae . S re 


songs gaavemTl lait 


éseawkeae ode ai iene hee ee We. 

et Jk. ,o8aaE AB az Gaeta s seyeiteNd 4 Get 8A Gk 
ates od agin! hee. fekouse® ont be anor mr é¢ sub 
aye adalat g fhoet ese: isd eed  ROke rade 


Bb wabs te i Piss eBead § OF asobop 


Pata : 


‘eds UOG dd Hoste ahd Hisds ae piso ED 

 goudkes S60 ab Gegmeiads SeRy ¢ tits OtREde 38% fit guad 

gto te Say ‘etd as rtd Bebe at oe ad Gy DEB hgoges8 #uge8 
Fie a Fad esbvia 


uodd Bult Yiditedod dade Stee on 1 “ddaieds : mee alas 


agawh ies ok his. yesase Piuwha 4i8 38 (bab | SES 
foh SA pee 


BubdbNenny oho Staatotn Oo Poag 


PHeRAEgS Tiny  “ebossotia bel yors sdb DAR .O 
Deas! oo GSE WO GA 
; oy me Hered wi Fatt voekh oR oa 
ae , Haid oie inthe awe trong 4 eb dan? P oenay 
Re Ato wikas by Ae et obi DORR SE Bee noteen 
Sapatabaegader® Teiriedyd. Het otis bith Qaeda gittetedds 
Weld Dediine a vate SPR Sta Senad £ bass Wen 
WQirkabagenelsd henhtthe Biin gwerts Wore At Hodten vs to 
. PT eis shed soma ste “eh i 
42, Wades (Nhe G4 oobes Ot thw WOR T 1p 
hn? agua dik Be bevectbon eeoeed Bidet ae 
pheaase Hdd Jacauies tay ca ver LOS Gan we awtd 
Shey 3 Gea cee Be TOM A 
Gs Bh BY Ad <eveng Sack Shei BT 
Aiea oh he set wateantD CRS 


-18406- Mr. Armstrong cr-ex 


"Wheat has played a greater part than 
any other commodity in creating the vast 
System of commerce on which modern civilizat- 
ton depends. Were international trade 
in wheat to vanish or even to shrink 
considerably, the entire transportation 
and commerce of the world would suffer a 
Shock of great severity." 

Do you agree with that statement? 

A. To go into a personal reminiscence at this 
point, without giving away any confidence at all, it 
is my memory that I urged Sir Edward Beatty to use 
that sort of language. It was certainly my concept, 
and it is still my concept. 

Q. It is still your concept? 

fe That 1s right. 

Q. I come to another paragraph of that speech 
as follows: 

"You tn Toronto -- a city which despite 
its enormous importance in the affairs of 

the country, « ." 

He was speaking to the business men of 

Toronto, who were members of the Canadian Club of 
Toronto. 

", . .has little direct contact .with 
the movement of wheat -- should be able to 
compare these figures . Fi 

Which he quoted; 

", . .with the fluctuation of business 
in your community, and deduce from them 
my reason for saying that no farmer in 


Western Canada is more interested in the 
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yield and price of our wheat dscn than are 
you, the business men and workers of Toronto," 
A. I am awfully glad that he told them that. 
I wish somebody would tell them again. 
Q. You agree with it? 
A. Oh, very warmly. 
Q. And then, a further portion of that speech: 
"We have created in this country a 
manufacturing and transportation system 
which cannot be supported by the present 
volume of our primary production. That 
volume must be increased, and I know of no 
method as wise as that of expansion of our 
agriculture, the Opportunity still exists." 
Do you recollect that statement? 
A. Oh, yes. 
Q. And you agree fully with that stataent? 


A. One hundred per cent! 


(Page 18410 follows) 
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Q. Yesterday we had some discussion as to who 
paid the freight. I just want to refer back to one point 
in that connection. Do you know a gentleman by the name of 
Walter J. Kelly, who was in charge of the traffic depart- 
ment of the Association of American Railways. 

A. I met Mr. Kelly at luncheon some time ago, yes. 

I do not know him at all well. 

Q. You know who he is? 

A. Yes. I met him at a luncheon. 

Q. Mr. Kelly gave evidence before the sub-committee 
on trade policies, of the Senate committee on interstate and 
foreign commerce, on December 2, 1948. That evidence is 
already part of an exhibit. It is 1-B of exhibit 47 
filed in this hearing. I wish to refer to one paragraph 
in that. He said; 

"Fresh fruits and vegetables usually are 

Sold at destinations at public or private sale. 
In either case freight charges are deducted 
from the amount realized when remittance is 
made to the produger. This means that the 
cost of transportation is borne by the 
producer." 

A. I am unawzre of Mr. Kelly's status as an 
economist, and I would have to read his whole story, and 
I would have to consider it very carefully. I would want 
a long time to consider that sort of a statement, It 

traverses statements made by many other competent econo- 
mists. | 
THE CHAIRMAN: What is that? 

A. It traverses statements made by any other 
competent economists. Mr. Kelly may be right. I am not 
thinking about the part of his statement in which he says 
the transportation charge’ :-deducted. That has nothing 
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to do with who pays economically. I think we will all 
agree with that. It is the last sentence there ,where he 
Says the cost is paid by the producer. 

MR. MacPHERSON: I will read it again. 

THE CHAIRMAN: What are you reading from, Mr. 
MacPherson? 

MR. MacPHERSON: I am reading from a copy of 
the evidence of Mr. Kelly, my lord. It is filed with this 
Commission. 

THE CHAIRMAN: Would you like to read his 
qualifications? 

MR. MacPHERSON: Yes, I will read his quali- 
fications. I am coming to that as the next thing. 

THE CHAIRMAN: Would you read that statement 
over again? 

MR. SINCLAIR: He is traffic officer. 

MR. MacPHERSON: Yes. 

THE CHAIRMAN: Traffic officer of what? 

MR. SINCLAIR: Traffic officer of the A.A.R. 

MR. MacPHERSON: Of the Association of American 
Railroads; and he was giving evidence before a sub- 
committee of the Senate of the United States. 

THE CHAIRMAN: Here? 

MR. MacPHERSON: No, of the United States. This 
copy of his evidence has already been filed, my lord. He 
says: 

"My name is Walter J. Kelly. 

I am in charge of the traffic department of 

the Association of American Railroads, with the 

title of traffic officer. 

I have had over 47 years' experience in the 

railroad business, most of it in connection 


with traffic matters." 
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THE CHAIRMAN: What is the statement you have 
reference to? 

MR. MacPHERSON: I will read it again, my lord. 
He says: 

"Fresh fruits and vetetables usually are sold 
at destination at public or private sale. In either 
case, freight charges are deducted from the amount 
realized when remittance is made to the producer. 
This means that the cost of transportation is borne 
by the producer." 

Q@. You would not agree with that in theory, Mr. 
Armstrong? 

A. I would agree with the first part because I 
believe that that statement is correct--and Mr. Kelly would 
be most convincing to me as an authority--when he says 
that the transportation charges on fresh fruits and vegetables 
are usually deducted from the price paid to the grower. I 
would disagree, however, with the ‘economic iniplteqt ion, 
Suggest that if opinions of that kind are wanted of the 
Association of American Railroads, their department of 
econemics might be consulted rather than their traffie 
department. 

THE CHAIRMAN: What is the economic con- 
sequence you speak of? He gives the facts. He says in 
either case the freight charges are deducted from the 
amount realized when remittance is made. 

A. The fact. 

Q. Yes, the fact. And he says that this means that 
the cost of transportation is borne by the producer. 

A. That is an economic deduction which I do not 
believe is correct. That is what I have been trying to 
point out that you cannot assume; the mere fact that a man 


pays a bill does nst mean that he is out the amount of the 
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bill, economically Speaking. I may pay a bill for someone 
else for any purpose and it may or may not come out of 

my pocket in reality. So that as an economic implication 
I would disagree, and I would Suggest that on that point 

I doubt if Mr. Kelly would care to give evidence to the 
Commission, especially in view of the fact that the 
Association of American Railroads has one of the finest 
Staffs of economists that I know of. 

MR. MACPHERSON: Well, Mr. Armstrong, this was 
Mr. Kelly's evidence before the committee? 

A. -b,d0.not doubt.that. 

Q. And Mr. Kelly is a responsible man and an 
experienced man? 

A. In economics? 

Q in. traffic. 

A. In economics? This is an economic question. 

Q He is an experienced railway traffic man. 

A But this is an economic question. I may be 
highly experienced in some particular line; but if you 
ask me to express a legal opinion, I might begin to flounder; 
and I am quite a responsible person. 

THE CHAIRMAN: The question is a very simple 
one. We are interested now just in the facts. Whoever 
makes the remittance says to the man to whom it is made: 
"Here, we sold your fruit yesterday for $100. Out of that 
we retained the cost of bringing it up from your town, 
which was $15. Here is $85." 

A. The fact is admitted. 

Q. What is the use of telling that man he has not 
paid the cost of transportation? 

A. The cost is borne, which is a different state- 
ment from the statement that he has paid the money -- 


Q. Those are the facts. 
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MR. MACPHERSON: Yes. That is all I want to 
read. 

THE CHAIRMAN: Any argument arising out of 
those facts can be made at the proper time, but this is 
not the time to make it. 

MR. MACPHERSON: That is right. 

Q. Yesterday, in criticism of the Saskatchewan 
brief, you suggested that too much was being taken for 
granted on the part of those who submitted the brief as 
to the impact of the Crow's Nest rates? 

A. You mean the brief of the three provinces? 

Q. Yes. 

A. Yes. 

Q. And your complaint was that they were taking 
too much for granted. That was the term you used? 

A. Yes, it might be. Yes, I could quite say that. 
I think they were. 

Q. In this book written by Dr. Swanson and yourself, 
at page 253 you enunciate the same theory that you have 
Supported yesterday and the day before in connection with 
the importer paying the cost of the freight. You start 
off by saying: 

"Now it is an axiom that in a buyer's market 

the purchaser pays the freight ‘ 

A. Yes. 

Q. An axiom is something that you take pretty 
well for granted, is it not? 

A. Well -- 

Q. What is an axiom? 

A. An axiom is something that is taken for granted. 
It is usually used to mean a generally accepted truth. I 
think you will agree that it is properly used to indicate 


a generally accepted truth; and Persénally I am not aware 
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of any important divergence of Opinion from that view on 
the part of any standard author on economics. That is 
the reason I thought it was axiomatic. 

Q. According to the Shorter Oxford Dictionary, 
with which I think you would agree, an axiom is "a self- 
evident proposition not requiring demonstration but 
assented to as soon as stated." 

A. I would hope that this one would be,because it is 
SO obvious. But if you prefer to have me Say it, I would 
Say that I haq not consulted the Oxford Dictonary before 
writing that book. 

Q. I was not trying to be smart. 

A. I was using the word "axiom" in the accepted 
use of that word. "Axiom" is generally accepted in con- 
versation and in writing, to the best of my knowledge, 
as being a truth that is so well established that it is 
generally accepted; and I regard that as an economic 
axiom. 

THE CHAIRMAN: / As what? 

A. An economic axiom. 

Q. An axiom? 

A. Yes. 

Q. Is an economic axiom any different from an 
ordinary axiom? 

A. No. An economic axiom, I should take it, would 
be a truth that is generally accepted in economic dis- 
cussions. 

MR. MACPHERSON: / Yet you know now that at 
least one economist,who was in that very same box in which 
you are standing, dissented from your view in that con- 
nection. 

A. I was not here. 


MR. SINCLAIR: Who? 
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MR. MACPHERSON: Dr. Britnell. 

MR. SINCLAIR: I should like to see the 
transcript where he says that in a weak market the buyer 
did not pay the transportation costs. 

MR. MACPHERSON: It was read the other day. 
Dr. Britnell's evidence in this matter was referred to 
by yourself, sir. 

THE CHAIRMAN: As I remember it, Dr. Britnell's 
evidence went further than that; he said that the Shipper 
pays the transportation in all markets. That is what 
he said. 

MR. SINCLAIR: As I said before, no doubt 
Dr. Britnell will be back. 

THE CHAIRMAN: There is no question that that 
is what he said. 

MR. SINCLAIR: I think what he said was that 
the farmer got the price atFort William, less the freight. 

THE CHAIRMAN: No, that is not the question. 

I read his evidence. 

MR. SINCLAIR: Paid the cost of the freight 
to Ft. William. 

THE CHAIRMAN: No. I do not think he 
restricted it tort William. In the course of his evidence 
he may have said other things as well, but he did make the 
bald statement, and I asked him about it. I said that 
the millers in England told me they paid the freight, and 
he disagreed. That is not. Fort William. That is England. 

MR. SINCLAIR: I think there is quite a dis- 
tinction between "paid" and "borne". I do not know whether 
Dr. Britnell may be in doubt on those terminologies. 

THE CHAIRMAN: If anybody can ever solve that 
problem definitely for me, I would take him into special 


affection for the rest of my life. 
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MR. MACPHERSON: There is just one other point 
in your evidence to which I wish to refer, and this was 
at page 18073, where you referred to the truck rates for 
trucking grain as being half a cent per bushel per mile. 

A. Yes. 

Q. Do you suggest that your studies indicated that 
that was the rate that was paid? 

A. I tried to get Something authoritative on that, 
and it was not the easiest thing in the world, as you may 
well imagine. It involved a tremendous amount of corres- 
pondence, telegrams and things. As these rates are not 
Subject to public regulation, there are no filed tariffs 
of them. I did write to many friends out west. TI even 
had some long telephone calls. This is what I obtained. 
These are personal correspondents, you understand. 

Q. I do not want to go into your personal corres- 
pondence. 

Q. But I will tell you what has been told me. 

THE CHAIRMAN: What was your question, Mr. 
Macrherson? I have forgotten what it was. 

MR. MACPHERSON: I asked him if his studies 
had indicated that the cost of trucking wheat in the west 
was half a cent per bushel per mile. 

A. Here is a letter from a veteran resident of the 
west, and very familiar with western conditions indeed, in 
answer to a letter of mine, in which he says: "Rates are 
from half a cent a bushel per mile --" 

Q. I do not want these letters. 

THE CHAIRMAN: Mr. Met Pon: I think from now 


one if you cannot answer a question,,we will just pass it 


up. 
he said 
MR. SINCLAIR: I think, my lord,/he did get it. 


I know my friend wants to get on. 
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MR. MACPHERSON: Yes. 

MR. SINCLAIR: But he wants the facts and he 
wants the assistance of this expert witness. 

THE CHAIRMAN: That question may be answered 
yes or no. 

MR. SINCLAIR: I think he has said yes, that 
he did get it; and he is telling how he got it. 

THE WITNESS: Yes. I thought Mr. MacPherson 
doubted it. 

MR.MACPHERSON: No. 

THE CHAIRMAN: Put your question again, Mr. 
MacPherson? 

MR. MAC PHERSON:/" You made certain studies 
as to the cost of trucking grain in the west? 

A. The most careful I could make. 

Q. The most careful you could make? 

As YOR, 

Q. And those studies indicated to you that the 
cost was one half cent a bushel per mile? 

A. In most cases, yes; there are variations of it, 
but that is typical. 

Q. Have you reduced that practically to what the 
return would be for hauling grain? 

A. If a man lived ten miles from the country 
elevator, it would cost five cents a bushel to haul it 
in at that rate. 

Q. Five cents a bushel? 

A. Yes, 

Q. It would cost five cents a bushel at half a 
cent -- 

A. Per bushel per mile, for ten miles. I think my 
arithmetic is right, is it not? 

Q. Just let us work that out. A half a cent per 
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bushel per mile, you say? 

A. Yes. 

Q. Do you know how many bushels the usual wheat 
truck carries: 

Bop On}, L would/ te do some awful guessing about 
that. I would rather have information on that point from 
Someone who knows better than I do. | 

Q. I am not going to pursue that matter further, 
except to say that you do not know anything about it. You 
do not know whether it carries fifty bushels, one hundred 
bushels, or what it carries? 

A. Well, I did not look into it because I was 
interested in the cost of hauling a bushel to the elevator. 
That is all I was trying to argue about. 

Q. Well, you simply did not pay any attention to 
the return of the individual at all? 

A. I was not interested in that. I hoped they 
would make a lot of money. 

Q. You were not interested as to whether it was 
practicable? 

Be No. 

MR. MACPHERSON: Thank you, Mr. Armstrong. 


(Page 18421 follows) 
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THE CHAIRMAN: Is anybody else intending to 


cross-examine the witness? Mr, Campbell , - 


CROSS-EXAMINATION BY MR, J.0.C. CAMPBELL, K,c, 
St a an Ey HOw 


Q. Mr. Armstrong, you entered the full-time service 
of the Canadian Pacific Railway in 1930? 

A. Yes, sir, 

Q.- And you became Economic Consultant to the President, 
Sir Edward Beatty? 

A. Well, that was not my title at the time, It was 
Economic Advisor . The title of Economic Consultant came 
some time later, 

Q. Instead of Consultant you were Advisor? 

A. Advisor, yes, 

Q. And you were his Economic Advisor from 1933 to 1935? 

A. Oh, yes, I think so, I think he took my advice a 
great deal, 

Q. Did you agree with Sir Edward Beatty when he urged 
unification of the Canadian railroads? 

MR. SINCLAIR: My lord, the position of the Company 
in regard to that matter has been set out in its Brief and 
I find it in the Appendix to Part II at page 17 where it 
reass:- 

"Canadian Pacific submits that no useful 

purpose would be served through a study ef 

unification of all railways under public owner- 

ship," 

THE CHAIRMAN: Part II, you say, at what page? 
MR. SINCLAIR: Page 17, in the Appendix to 
Part II. That was in answer to some of the submissions of 


the Province of Saskatchewan, 
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THE CHAIRMAN: Oh, yes, I see where you are now. 
The Appendix is right in the Volume, 

MR. SINCLAIR: Yes, the Appendix to Part II is 
part of that Volume, What I have read is at page 17, and on 
page 16, in dealing with the submissions of the Province - - 

THE CHAIRMAN: Will you read it again? 

MR. SINCLAIR: "Canadian Pacific submits", 
in dealing with the submission of Saskatchewan, "that no 
useful purpose would be served through a study of unification 


of all railroads under public ownership." And then on page 


16 of the Appendix to Part II, in dealing with the submissions 


of Prince Edward Island, I read:- 


"Canadian Pacific is opposed to the 
amalgamation of the railway of Canadian Pacific 
with that of Canadian National.” 
THE CHAIRMAN: Pardon me, but where is that now? 
MR. SINCLAIR: On page 16 of the Appendix. I think, 
my lord, the position of the Company clearly is this, that 
it is not, whatever its use might have been that their view 
now is not in support of unification or ,amalgamation, and 
I think in this statement to the Commission by Mr, Walker, 
there was some reference to the fact that the Canadian 
Pacific wished to continue to operate as a private enterprise 
in competition with the Canadian National as a Government 
enterprise, 
Now, there is the official position of the Company. 
Now, irrespective of what views the Company may have 
had in the past or what views Mr. Armstrong may have had in 
the past, I think that the situation, that the position now 


is clearly stated on the record, and I submit - - 
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THE CHAIRMAN: Now, that is all right, but Mr, 
Campbell is putting forward the case in his Brief in favour 
of unification under government Ownership and here is an 
expert witness, Mr. Armstrong, and Mr. Campbell was invited 
to ask him what he thinks about such a thing. 

MR. SINCLAIR: I understand what he is going to 
ask him is what his views were, 

THE CHAIRMAN: We have to see how he « proceeds. 
It is without any prejudice to the attitude of the Canadian 
Pacific Railway set out in its Brief, 

MR, SINCLAIR: I thought I was merely directing an 
objection to the question as he put it. 

THE CHAIRMAN: Well, we will proceed question by 
question. Mr. Campbell will have to ask the question again. 

MR. CAMPBELL: Q. Did you agree with Sir Edward 
Beatty when he proposed the amalgamation of the Canadian 
Railways? 

THE CHAIRMAN: Did he agree with him at that time? 

MR. CAMPBELL: At that time, 

THE CHAIRMAN: There is no harm in answering that 
as far as I can see, 

MR. SINCLAIR: What opinion this witness may have 
had - - 

THE CHAIRMAN: We have had other witnesses here, 
Mr, Sinclair, and you have been allowed to examine them to 
your heart's content, 

MR. SINCLAIR: The only point I want to make - - 

THE CHAIRMAN: What Mr. Armstrong says now has 
nothing to do with the present attitude of the Canadian 
Pacific, 

MR. SINCLAIR: The point I wish to make is this, 


that any advice that Mr. Armstrong may have given to 
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Sir Edward Beatty in his professional Capacity I do not 
think, at this time and under a different situation in 
regard to the position of the Company, is a proper subject 
for examination. That is a position I take, 

THE CHAIRMAN: Any advice he may have given? 

MR, SINCLAIR: Yes. 

THE CHAIRMAN: I think the question was whether 
he agreed, I would imagine that if Sir Edward Beatty had 
announced a certain policy for the Canadian Pacific Rail- 
way after taking the advice and with the consent of his 
associates what harm is there now in the witness answering 
that question? 

MR, SINCLAIR; I do not think it is proper to 
ask Mr. Armstrong what advice he gave. 

THE CHAIRMAN: What is the exception? Is Mr. 
Armstrong a solicitor for the Canadian Pacific? 

MR. SINCLAIR: No. 

THE CHAIRMAN: Well then, what is the privilege 
you are talking about? 

MR, SINCLAIR: If your lordship rules the 
question proper - - 

THE CHAIRMAN: You are attaching an enormously 
excessive degree of concern to it. 

MR, SINCLAIR: I do not think it is relevant. 

THE CHAIRMAN: We all know that the Canadian 
Pacific at a certain time did favour amalgamation of 
Canadian Yailways under Canadian Pacific management. 

MR. SINCLAIR: That is right. 

THE CHAIRMAN: Whether Mr. Armstrong was in 
favour of that at that time does not affect the present- 


Gay views of the Canadian Pacific which you say has changed 
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its attitude, I suppose Mr. Campbell is trying, by 
questioning Mr. Armstrong who is an expert, to build up a 
case for Government ownership of railways, which is a 
aifferent thing, - is that so, Mr. Campbell? 

I think really, Mr. Campbell, you could save a lot of 
time if you would forego asking Mr, Armstrong what he said 
to somebody twenty years ago. 

MR. SINCLAIR: That is my point. 
MR. CAMPBELL; Q. Did you answer the question? 
THE CHAIRMAN: We will now have a short adjourn- 


ment. 
eee RECESS 
»e«eeUPON RESUMING 


MR. CAMPBELL: Q. The question I was asking you, 
Mr, Armstrong, was this; Did you agree with Sir Edward 
Beatty when he proposed the amalgamation of the Canadian 
railways? 

A. I never gave it any consideration, sir. Sir Edward 
Beatty had established a policy and he consulted me on 
innumberable occasions from 1930 until his retirement, and 
I think until even after the war broke-out and he dropped 
the whole subject. At the time he consulted me constantly 
about it, but at no time can I remember him asking me if I 
agreed with that policy. He asked me to assess the con- 
sequences of the policy or the reverse of that policy from 
time to time and I made any number of reports on that sub- 
ject. I do not remember at any time sitting dewn and 
thinking to myself whether this was a good policy or other- 
wise. I was being consulted as an economist. 


Q@. To Mr. MacPherson a few minutes ago, you said, you 
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urged Sir Edward Beatty to make certain statements in his 
speeches? 

THE CHAIRMAN: Urged him what? 

MR. CAMPBELL: To make certain statements which 
Mr, MacPherson read to you. 

At all events you did not urge Sir Edward to 
make certain statements with regard to unification? 

A. The question never arose so far as I am concerned, 
sir. 

Q. You said just now that he asked your opinion as 
an economist? 

Av) Yes*sinr; 

Q. And that you compiled some large amount of 
material with respect to it. What conclusion did you come 
to, that it was a good policy? 

A. That was never a question, sir. You see the 
question was: What will be the economic consequences of 
this policy? What will be the consequences if this policy 
is not followed? Any economist will, I hope, answer a 
question of that kind by analyzing all the factors con- 
cerned and deal with the thing alone, not with some other 
extraneous matter, 

Q. In analyzing the consequence of unification, Mr. 
Armstrong, did you conclude that the consequences would be 
disastrous or otherwise? 

A. To the nation, sir? 

Q. Yes? 

Ae TOME rie, 'D could not see that they would be 
disastrous to the nation; I could not see in the circun- 
stances that existed at the moment that it would be disas- 
trous to the railway. I did not have to pass on the value 
of the policy at any time. All I had to do was to discuss 


what will be the economic consequences of this or of that 


? 
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policy. 

Q. Did you have to pass on the Savings that would be 
effected by such a policy? 

A. Very sketchily, sir, because that work was done 
by a committee of officers on which I occasionally sat, 
but the work was very intricate and very long drawn out and 
involved the full time work of a lot of the senior officers. 
I had little to do with that because the estimate of 
Savings was made by the various departments, departmental 
heads, of the company, and except for the fact that they 
would politely ask me to sit at their meetings occasionally 
when they were adding up the figures and where I would ask 
the occasional question as to whether they included this 
or that or left it out and offered a suggestion or so, I 
would not do much about it. 

Q. At page 109 of the Prince Edward Island brief, in 
the second paragraph: 
"Estimates of those savings were made at various 
times by the late Lord Shaughnessy, by the late Sir 
Henry Thornton, by Mr. Fairweather, Economist of the 
Canadian National Railway, and by the present officers 
of the Canadian Pacific, These submissions can be 
regarded with respect as the fruits of deep study, 
conducted by men of experience. All of their estimates,: 
though made at different times, are very similar in 
result. The estimate presented by the Canadian Pacific 
to the Royal Commission was examined and analyzed by 
independent railway economists ..." 
Now would you be a railway economist? 
A. Not an independent one. 

THE CHAIRMAN; Not what? 
A. Not an independent one. 


MR. CAMPBELL: That was not the question? 
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A, But the reference made here is to independent 
railway economists, 
Q. Were you a railway economist? 


A. Yes sir, 


(Page 428 follows) 
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Q. And these, it is Stated, were analyzed by 
independent railway economists? 

As »¥@5, sir, I Suppose so, 

Q. In the United States? 

A. Yes, sir, 

Q. Now, you told Mr, MacPherson a few moments ago 
that some of those railway economists were the finest you 
know of? 

A. Yes, sir, 

Q. But you say that, although this was submitted to 
economists in the United States, it was only incidentally 
referred to the economists of the C.PsRe? 

A. Yes, sir, that is quite true. That is the situa- 
tion as it existed. I was not at any time asked to 
enalyze this in the sense that Dr. Fournier or many of 
the other leading economists in the United States were 
asked to analyze it. They were called in as outsiders 
and they were asked by the company to examine our estimate 
of savings and see if they looked like a realistic esti- 
mate. Well, I had been in contact with the preparation of 
that estimate in 9 casual fashion, as I say, because all 
the savings that could be made in my department by unificsa- 
tion would be very small -- 2 very small department -- so 
I was not asked to prepare an estimate of savings in my 
department, and outside of that, exeept for sitting on the 
committee and hearing the various departmental heads go 
over their savings and occasionally interjecting 9 remark 
perhaps -- "Do you think you are putting in enough for 
that? Do you think you ore taking out enough? What is 
going to happen in this case and that case?" -- and assist- 
ing them in that current fashion -- never at any time did 
anybody hand me the estimates and say, "Will you analyze 


these estimates end see if they are right or wrong?" 
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COMMISSIONER INNIS Of Do T understand Dr, 
Fournier was called in? 
A. I know that he examined the estimates, Whether he 
Was called in by the Canadian Pacific or not I am not 
certain, Dr, Innis, frankly. You know, it is quite a 
while ago now. [I doubt whether he WaS. As for ag I 
remember, he was an independent Student, as Mr. Lesslie 
Thompson was in Canada, who I am quite sure was not 
called in by the Canadian Pecific, and many others who 
came in and looked all over this work, and some of them 
wrote books about it ana some of them wrote articles 
about it and others Seve opinions about it. Which were 
called in by the company and which were not I do not 
know, frankly. I certainly personally did not ¢sll in 
Dr. Fournier, 
THE CHAIRMAN: Now, this paragraph is only con- 
cerned with what it says: 
ny.) . permanent Savings which could be effected 
by the economic use of existing facilities, and by 
the abandonment throughout the country of duplicate 
and triplicate services and trackage," 

Thst is what we are talking about. Those are the only 
Savings that were referred to by these people who sre 
named, 

MR CAMPBELL: In that paregraph, 
THE CHAIRMAN: Now, what is the relationship of 
that to the case you are putting forward, Mr, Campbell? 
MR CAMPBELL: That leads up to my next question. 
Q. There were Savings, large Savings, anticipated 
by Sir Edward Beatty from amalgamation? 
A. Yes, sir, There was a very elaborate study made 
of that. 
Q. I have asked you if you agreed with Sir Edward 
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Beatty at that time. Do you now agree that amalgamation 
is a dangerous thing? 

A. Now you are on quite different ground. In the 
preperation of the Canadian Pacific submission to this 
Royal Commission I have been consulted, I have been asked 
for advice, and, while I do not attempt to Ssy that the 
submission is the result of my advice, I certainly found 
the submission as it was finally presented in entire 
accordance with my opinions. 

THE CHAIRMAN: How far are you getting, Mr. 
Compbell? 

MR CAMPBELL: Not very far. 

THE CHAIRMAN: We are dealing now with the 
question as put -- would the abandonment throughout the 
country of duplicate ana triplicate services and trackage 
end the economic use of existing facilities lead to 
Savings? Well, the answer is obvious -- of course it would. 
That is, if you abandon a lot of things 9nd use the rest 
economically, there ought to be Savings. 

MR CAMPBELL: We will pass, then, to one more 
question. 

Q. Do you believe as an economist, Mr. Armstrong--- 

THE CHAIRMAN: Pardon me. That does not estab- 
lish the fact that the Savings would be a good thing in 
the long run. That is another story. 

MR CAMPBELL: No, my lord; it merely establishes 
that there would be Savings. 

THE CHAIRMAN: Or that the things you would 
Sacrifice in order to bring about the savings would be 
beneficial to the body politic. 

MR CAMPBELL: That is right, my lord. It merely 
establishes the savings. | 

THE CHAIRMAN: Here simply the point is that 
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there would be Savings if you do certain things, that is 
ph A ioe 

MR CAMPBELL: Q- Do you believe, Mr, Armstrong, 
that there is unfair competition at the present time be- 
tween the Canadian National and the Canadian Pacific? 

A. They had to charge the same rates by law, sir, 
and outside of that I Suppose it is the ordinary competition 
of business, 

THE CHAIRMAN: Q. Mr. Armstrong, do you think 
there is unfair competition between the two railways? If 
you say Yes or No, then Mr. Campbell May €0 on and ask you 
why you give the answer you do; until he does, just give 
us your conclusion. What do you say, Mr, Armstrong? 

A. I do net know of any unfair competition. 

THE CHAIRMAN: Now, that may settle it. 

MR CAMPBELL: Q. Did you write a report entitled 
"A Report on the Economic Situation and Outlook at the 
Close of 1940"? 

ae fees gore ft ld @ a a | delighted to hear Somebody 
ever saw thot, 

Q. At page 64 of that report did you say, "This 
creates" -- meaning any tax-free public utility -- "unfair 
competition between privately ana publicly owned enter- 
prises"? 

A, Well, I think there can be little doubt about the 
Seneral condition there, that if you have two industries 
competing, two utilities competing for business in the 
Sense in which the ability to compete is based on their 
respective resources, the one that hoes the bottomless purse 
of the public behind it is in a better position than the one 
that has not. But I did not say, I do not Say, that that 
condition exists as between Canadien Pacific and Canadian 


National in 1950, sir. 
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Q. Now, dia you agree then with Sir Edward Beatty 
in 1933 -- at the bottom of page 106 and thetop of page 
LOT: 

"If we were mistaken in our appreciation of the 
value of competition, or did not Sufficiently realize 
the waste and losses it involved, and especially 
involved in railway competition between the Government 
of Canada and a private company, .. ," 

That is, are the waste and losses greater in competition 
between a Government railway and a private railway than 
between two private railways? 

A. They may be in given circumstances. It will 
depend chiefly on the policy of the Government and of the 
Government owned undertaking, If the Government owned 
undertaking is told by the Government to proceed regardless 
of expense and do everything that everybody wants, and if 
the officers of the publicly owned affair were to follow 
that sort of instruction and bring about 9 situation of 
wastefulness, thot would naturally be a very serious 
Situation; but I have Said that I do not think there is 
unfair competition in 1950 between the Canadion Pecific 
and Canadian National in that sense, 

Q. Do you agree that the railways no longer have a 
monopoly of transportation? 

A. Very strongly. 

Q. That is, there igs competition from water and 
highways and air? 

A. Yes, 

Q. Now, something you said Just a moment ago: There 
is nothing inherently wrong -- I am Speaking economically 
-- with public ownership of public utilities, is there, Mr. 
Armstrong? 


THE CHAIRMAN: Do you mean railways? 
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MR CAMPBELL: Reidways ~= including railways. 

Q. Provided, of course, as you said a moment ago, 
that there is no creation of political power, political 
interference, and provided that the efficiency of the two 
railways is equal -- [ mean, there is nothing inherently 
wrong economically in state ownership of railways, is there? 

A. There is nothing inherently wrong economically in 
eny course of action, Sir, that does not produce economic 
waste. As long as it does not produce economic waste it 
can be 3 matter of no great concern, to the econamist 
anyhow, who owns the shares of a company. 

Q. But if it produces economic waste, then there ig 
something inherently wrong? 

Ae ED public ownership should lead to economic waste 
I would say yes, it would be very wrong then, 

Q. Or ir competition between a public railway and a 
private railway should lead to economic waste, there is 
Something wrong in that, isn't there? 

A. Provided, defining economic waste -- this is total 
social economic waste. That is, we have to consider the 
whole economic picture, It may be possible that two 
trains from Ottawa to Montreal might to the casual 
observer look like economic waste. 

THE CHAIRMAN: Q. That is the point; we ere asked . 
what about waste, not something that looks like waste, 

A. That is my point, sir. The point is that we have 
to--- 

Q. If it is ascertained to be waste, then you say it 
is a bad thing? 

A. Yes. Well, that is all I om saying and all I can 
Say. If it is waste it is waste; if there is no waste there 
is no waste, 


MR CAMPBELL: Q. In the seme Report on the 
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Economic Situation end Outlook at the Close of 1940 which 
you wrote, Mr. Armstrong, did you at page 66 say this: 
"There is no implication of any idea that public 
ownership of public utilities is inherently wrong," 

A. That is right, 

Q@. Here you were Speaking including railways, 

"Provided that it does not result in the creation of 

8 political power in the state which may exploit 

other classes, provided that the efficiency is equal." 
Did you say that? 

As Yes, sir; I agreed with it just now. I had for- 
gotten thet it was in that book, 

Q. Now let us gO on from there, Did you hear Mr. 
Gordon give his evidence this morning? 

A. Yes, sir, 

Q. You understand, then, that there is no political 
interference with the Canadian National? 

A. Yes, sir, 

Q. And is it your belief that the efficiency is 
approximately equal? 

A. I have a high Opinion of the officers of the 
Canadian National Railways and of the work they do. 

Q. So that satisfies your two possible objections in 
your economic outlook, and therefore you see nothing in- 
herently wrong in state ownership? 

A. Of all railways in Canada? 

Qs,..That if yignt, 

A. The picture is a different situation, sir, I 
think you should ask the officers of the Canadian National 
Roiilways, who know much more about this than I do, but I 
have a feeling anyhow that the dangers to which public 
ownership is exposed, the special dengers which I have 


mentioned, ere lessened enormously when public ownership is 


eli Wee deme be cated yh 48 YON 
seid fea beset ete ah eos howe ot-at daedtt iy i ‘ 
sein ba omens oxen 16 ghttamg gy | 
yc + glee AR ee Negi, a 
| gion teet yelstraee parent gr Raye 
40 Hokddess sits at + shies PF tine af, #aH3 bohavods” 
-— dhodipfce got Hokey efebe oct HE aothod Sgoitiiew o 
“Bet pe at wane tole “ daid kakivedg ,agabets watite 
rot pe fle PAhe, wae “ou Bie 
 oHGa bat 2 tee 1 tah 4 fe oe t 4aih .eo% 2A 
art bb eiig Sa wood gene ot CE bie eiiey 
ats a eal GON niet sotodd wort Ho og Bb Fol wet 1.) . 
| Sirol ars Sotiohave B48 BVIg noROD ° 


a Lo yg i a SE Caan 
Lagiethey ot @! sins alti note.  dasteteDie Wer 2p | 
Ree sis i i hatao ait doay Semeteeiaial | 
| REN st ee 
ak aioe 5 ee Cae 


ee ‘ela cindteentaeye 
a, Ne Bae FEA ides So scabies a) ye a eve | aA, 

“Se aah Kort: SS Sit TS BES 8y, ov iret Penodielt taboneed 

oy o: Stekbesyte Sha aweg et ‘foy- es okie Loa datd OB 4, 
wt aartsitos, gay: WOR ercrsnaite Gute dootino, pimonooe, WY 
| e eptidboceetitin atode AL artoxh elanersd 

carat ‘ epee Sl eyowl ket - iis 20 go 

| tigi ef tek? 48 

2 qs the siteitewtite Gewadtne s “3 storm of ot 
5 phic fetbernsd eft ‘eo ane! Mitte ‘det She anit Scie, scene 
ithe GL abel aad pods Wadi SA % ity acon 


syncs t 


| “ok dbiing Hotdiw o8 ‘etiglied ah Wey fetes Aes $ wired 
a oval & kine waptach crisoatnak ‘eHd nee at: ae : 


RND 


-18435- Mr. Armstrong, cr-ex, 


operating @ competitive utility instead of 5 monopoly. 
You see, there is always more danger of a11 sorts of evils 
in a monopoly, en absolute monopoly. Now, if you give on 
entire monopoly to the public ownership the situation 
might be different from the one which exists at the present 
time, 

Q. I thought you told uS not five minutes ago that 
the railways no longer had a monepoly of transportation? 

A. They have a monopoly of the railway business, 

Q. But that is not a monopoly of transportation? 

A. No; but I did not argue that a monopoly of trans- 
portation was necessary to produce the danger. A monopoly 
of the railway business would certain produce certain 
monopolistic effects or dangers, 

Q. Did you say that in 1940 when you wrote the eco- 
nomic survey of the situation at the close of 1940? 

A. You know, I must Say that I do wish I had read 
that book before I came here. I did not put it into my 
list of qualifications, because I just printed a few--- 

Q. It is a good thing to read what you have written, 

A. I printed a few copies of the thing at a dollar 
apiece, and got back s little more than I spent on it. But 
I am sorry I did not put it in my list of books. It is 
really a very good book, I think, but I do not think thet TI 
am likely to disagree with much in it. I may have changed 
my opinion on one or more points; I don't know. I have 3 
very flexible mind in these respects. 

COMMISSIONER INNIS: Mr, Campbell, when you men- 
tioned political interference, I assume that you had only 
the one-way type of interference in mind; that is, you were 
not thinking of the railways becoming a political influence? 

MR CAMPBELL: No. 

COMMISSIONER INNIS: I think Sir Edward Beatty 
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made a great point of that issue st the time. That was 
not in your mind? 

MR CAMPBELL: I think it was the opponents of Sir 
Edward Beatty who raised that issue. 

COMMISSIONER INNIS: I think Sir Edward made a 
great point of the fact that the Canadian Netionsl, parti- 
cularly Sir Henry Thornton, was becoming politically-minded 
and that he was exercising a fair amount of pressure on the 
public. But that is not what you have in mind. 

MR CAMPBELL: No, sir. What I thought you were 
Speaking of, Dr. Innis, was when Senator Meighen thought 
that the railway itself would become a politicsl machine. 

Q. Now, I think we sre all largely agreed, Mr. Arm- 
strong, as to the importance of the farmer's place in the 
community? 

Aw? Yes’, 

Q. You said yesterday, or perhaps the day before, at 
page 18103, about one-third of the way down, in snswer to a 
question by his lordship: 

"What I am trying to say is this, that a price 
disaster to the farmer is 9 national disaster involving 
SiL-Or ud," =2= 
fe Yes, sir, quite. 

Q. -- "it involves every citizen of Canada sooner or 
later and for that reason I say we must protect the 
farmer as a part of a necessary national policy." 
I think we are all pretty well egreed on thet. And you 
would agree, too, with what Sir Edward Beatty said -- page 
109, in the centre of the pege: 

"And to the Board of Trade at Regina, on February 
5, 1935, Sir Edwerd said: 

'There sre some who suggest the solution to the 


railway problem is to be found in an incresse in freight 
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rates. It is true that our rates ore among the lowest 
in the world, es I heave already Said, and in some 
cases they may be unnecesserily low. The freight 
rate structure 1s, however, a complex affair, and 
radical changes in it Mey produce unfortunate effects. 
A considerable increase in the rate on any major type 
of traffic, could Scarcely fail to be damaging to the 
national interest, and for my part, I should regret 
to see this tried until everything possibile has been 
done to eliminate waste in our transportation system," 
tasy 28 pretty much part of it there, as his lordship said, 
at page 15110", where the Chairman addressed this to you: 
"Q. It must be, then, a delicate Subject to inter- 
fere with? 
A. It would be a problem to be dealt with very 
Gareruliy; "~~" 
A. Yes, sir, 
Q. And Sir Edward Goes on then, on page 110, 80 the 
end of the second paragraph: 
"The essential function of transportation in Canada is 
to take to market what the farmer produces and to 
bring back what he buys. However important the other 
interests involved, waste and unnecessary cost in this 
respect cannot be anything except a damage to the 
interests of the entire nation." 
A. Yes, sir, 
Q. And I think you G0 even farther than that; you 
§0 even farther, if anything, than Sir Edward. In your 
book "Wheat" at page 110 you say: 
"Transportation had its rise in the need of farmer 
to exchange goods with farmer, end in the later 
creation of market places to which goods might be sent 


from the farms of a district for exchange," 
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fa Wes, Bie 

wats deoeieeneht to meee the intricate commerce 

of the modern world has become so complex that in 

meny cases its fundamentol function is Porgott "9 

A. Yes, sir, 

Osi. And) St page 111; 

"It is common to hear it saia" 

this is from your Dook == 

"It is common to hear it said that agriculture 
is the basic industry. That is 5 partial statement 
of the case, Agriculture is the only industry in 
the end, for Civilization can only exist as long as 
men keep the art of winning food from the soil," 

A. Yes, sir, 

Q. And yet, with these cautions of Sir Edward's 
about tampering with freight rates until everything else 
is done, for fear we will injure the farmer, at page 
18053 of your evidence, the third line from the top, you 
say: 

"I think it was exactly at that point at which 
they fell down; that is the point on which all 
those advocates of helping the farmer by reducing 
his transportation costs fell down." 

And at page 18097, the centre of the page: 

"If Mr. MacPherson and myself agredd about this and 
we stumped Saskatchewan together, we might change 
their minds, but thot is going to be difficult, so 
what we have to do is to get down to realistically 
considering what are the difficulties of the western 
farmer and what we can do about it. I Say certainly 
not. freight rates," 

Aeo ThetAserignty eis, quite true, 


Q. Now, as to the movement of freight, I don't know 
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that you were asked this question, but the witness just 
before you, Mr, McDougall, was, and I believe he ssid that 
the normal movement of goods in Canada is east and west; 
that 311 that has been said by any of the provinces who 
urge that the national policy has transformed 2 normal 
north end south movement into an east and west movement, 
that those arguments are wrong. As I say, I do not think 
you were asked that. What have you to Say about that? 

A. What Professor McDougall said -- [I discussed that 
at great length with Professor MeDougell over many months 
now, in fact over years, What I think he is trying to say, 
and what I certainly should like to say, is this, that 
there has been 3 feeling in this country that had this not 
become an independent nation, an independent economic 

entity, traffic would naturally flow north and south, 
and that as far as I can see that is not broadly true. 
You may find cases in which the independent existence of 
the nation as an economic entity has led to the blocking of 
commerce moving north and south -- of course you are bound 
to find that in the case of two nations situated alongside 
each other -- but the great flow of traffic is normally 
east and west, and would have been normally east and west; 
regardless of what particular teriff policy had been 
adopted, I think we would have developed that ways IG 
would have been a Slightly different development, you see, 
For example, I do not think that Winnipeg would have had 
much of a chance as against Fort William -- I mean as 
against Chicago, but except for that, thet you would have 
done some damage to various locations in Canada which prob- 
ably prosper more under the present tariff system than they 
would have under free trade between the two countries, I 
think the brog@d movement would be still east and west, be- 


Cause it is st¢ill east and west in the comparable sreas of 
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the United States, 

Q. You think’ thet? 

A. I believe SO, 81%, 

Qe IL took down, it is not broadly true that it is 
north and south? 

A. I beg your pardon, sir? 

Q. The way I took it down was that you said first, 
the statement that there would normally be a north ana 
south movement is not broadly true? 

A. No, not for Canada as a whole, 

Q. What would you say about the Maritime Provinces? 

A. I am inclined to imagine that -- if there had 
been no economic union of Canada, if there had been free 
interchange with the United States -- is that whet you mean? 

Q. I am not putting it "aif" anything. I am just soy- 
ing, what is the normal? Have we been forced into an 
artificial east and west channel? 

A» By what force, sir? What has forced us into it? 

Q. Any combination of forces; presumably the 
tariff, let us say? 

A. If you are talking about the tariff, I can only 
Say that there must be effects of the tariff on--- 

THE CHAIRMAN: Q. There must be what? 

A. Effects of the tariff on the development of each 
portion of the country. In some portions of the country 
they may feel that the good effects have been outbalanced 
by the 111 effects and vice versa, I have seen studies 
attempted in that direction. I have never been too sure 
that I could prove anything myself. All I cen say is that 
I think thst the Maritime Provinces sre doing pretty well 
and going to do pretty well just now, that if I were a 
Meritimer I would be inclined to te1lk with a great deal of 


Optimism about the future. I em not attempting to argue 
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that there has been no ill effect on the economy of the 
Maritimes from the tariff, There certainly / been Some 
good, 

MR CAMPBELL: Q. The question was this: Do you 
consider that in the Maritime Provinces the national policy 
has forced an unnatural east-west--- 

A. I do not think so to eny extent. Eaut and west, 
you see, are quite concepts, In Montreal we always refer 
to the points of the compass by the wrong names, from 
habit, and I think we are inclined to use this sort of 
language kind of carelessly, Buffalo and Chicago are 9 
lot west of the Moritime Provinces, for example, and 
Detroit, and there would be @ Lot of Grarrie, I imagine, 
if the Maritime Provinces were not behind the Canadian 
Variff, f{ imagine there would be a lot of troffic between 
the Meritime Provinces and Buffalo, Detroit, Chicago snd 

points west, Merely crossing the border does not turn 
the traffic north and south; that is my point. 

Q. Boston and New York? 

A. Yes, quite, but merely crossing the border does not 
turn all the traffic north and south, 

Q@. Would the majority, would most of the traffic be 
north and south normally in the Maritimes, apart from the 


national policy? 


(Page 18444 follows) 
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Are With a tariff? I have no idea, sir. 
I would have to Study that subject for a great deal 
more time than I have given to it yet. TI have no 
idea. ‘I am sorry. 
Q. You made an address at Niagara Falls on 
May 5, last? 
A. Y@s ; 
Q. Had you made any study of the subject for 
that occasion? 
A. Well, I think that address is what I am 
trying to say now. 
Q. Do you think that the maritimes are part 
of Canada? 
a Yes, Or 
Q. Did you, in your address of May 5, 1949, at 
Niagara Falls, say this: 
"The answer generally given is that . 
Canadian trade having been forced into 
PUL iaeLee 5 te. 
Canadian trade, 1ncluding the maritimes -- 
: . having been forced into 
artificial east and west channels, in place 
of moving naturally north and south, 
freight movement in Canada has to extend 
over unnecessarily long distances." 
allgv,y submit, is mere nonsense. The 
natural flow of trade in the United States, 
asin Canada, is east and west." 
Had you given any thought to the maritime 
provinces when you said that? 


A. Oh, yes, sir. I had given it about the same 


amount of thought that I had given when you asked me 
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the other question. 

I have not attempted a detailed analysis 
of any kind in my career of the effect of the tariff 
upon the flow of trade to and from the maritime 
provinces. 

Broadly speaking I would Say that the 
maritime provinces are more likely, than any other 
portion of Canada, to have had their trade diverted 
east and west by the tariff; but that the amount of 
the diversion is probably not as important as is 
Sometimes suggested. 

You really must remember that the mere fact 
that the traffic crosses the border does not really 
divert it into a north and south direction. 

THE CHAIRMAN: What tariff are you talking 
about? 

A. The customs tariff, 

Q. You mean the Canadian customs tariff or 
the United States customs tariff? 

A, The Canadian customs tariff, to whieh Mr. 
Campbell directed your attention. 

Once again, you have to be careful in using 
language of this kind. 

In Boston they speak of the maritime provinces 
as being "down east". They regard them as an east 
and west movement. 

They regard the maritimes as being at 
the extreme eastern extremity of North America. 

There could not be any normal direction for its 
traffic except east and west. Where else could it go? 
I do not know how you can have any traffic out of 

the maritimes which would not, generally Speaking, be 


east and west. 
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MR. GAMPBELL: Q. You are not a geographer? 
A. Iam not. It may be that I am all wrong about 
it. But I have seen several maps in my time. 
Q. Would you: say that Boston and New York, to 
the maritimes are out west? 
A. To a Bostonian, the maritimes are down east. 
That is the languagee uesd every day on the streets 


of Boston. I can swear to that. 


Q. You are swearing to it? 

a Yes. I swear that that is the language used 
every day in Boston, where I have lived for many years, 
and where I have been frequently since, 

Q. And you reiterate that in the maritime 
provinces, as far as tonnage is concerned ,/the north 
and south movement/rather the east and west, is 
more intense? 

A, I would Ley cuits definitely. 

Q. Yet you say that you are cautious in making 


statements? 


A. 16S, Sir, That igs 4 very cautious statement. 


MR, CAMPBELL: That is all, thank you. 
THE CHAIRMAN: Does anyone else wish to 
question Mr, Armstrong? 


MR. COVERT: I have a few questions. 
EXAMINATION BY MR, COVERT 
EE ON, VL OVERT 


MR. COVERT: Q. Mr, Armstrong, I just want 
to clear up one little point about the Widow Jones 
case. 

In the Widow Jones case you referred to one 


Situation where the price was 20 cents a dozen, and she 
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paid one cent for Cartage. And then her neighbour Mr, 
Smith hauled them for nothing, and she got nineteen 
cents? 

A: Yes, 

Q. And then the price goes up to 25 cents and 
neighbour Smith charged 2 cents for the Cartage, and 
She now got 23 cents for the product? 

THE CHAIRMAN: I thought it was 26 cents 
and 24 cents. 

MR, COVERT: Q. If the carrier had not 
raised his price from one cent to two cents, but had 
left it at one cent, she would have received 24 cents? 

A. You get into market economics there? 

Q. Oh, let us forget about that for the moment. 
Would that be right? 

A. If she offered her eggs at the price at 
which she offered them, and had a two-cent rate, and then 
got a one-cent rate -- 

THE CHAIRMAN: What is that? The case you 
gave us the other day was where the village storekeeper 
was the one who said how much she got. He paid her 
20 cents, and her neighbour brought them in for one 
cent. 

And when they became 19 cents, the neighbour 


brought them in for nothing. 


And then when the merchant was willing to 
pay 26 cents -- 
A. There was competition, yes, sir. 
Q. Then the carrier doubled the rates on Mrs. 
Brown and charged her two cents instead of one cent? 
Ae Yes, sir, 
Q. So the widow, instead of receiving 26 cents 


yo 


4 


Eyer 


foe 
4 


u 


-18448- Mr. Armstrong 


or 25 cents, which she would have had if the freight 
was only one cent, she received only 24 cents, because 
Mr. Brown had doubled his charge. Isn't that the case? 
A. That is the case, sir. 
THE CHAIRMAN: I think you had better stick 
to that case, Mr. Covert. 
MR. COVERT: Q. Do you Say that she then 
is not paid the increase in the freight rates, or in 
the carriage? 
A. I have repeated several times, and I repeat 


again, if I may -- 


Q. You cannot answer it with a yes or a no? 
A. I could say yes or no, 
Q. But could you answer it with a yes or a no? 


A. I am sorry. I shall have to make this 
Statement if I am to be depended upon as a witness. 

In a buyers' market, the buyer pays the 
transportation charges. If it is an absolute buyers' 
market, that principle applies absolutely. 

THE CHAIRMAN: Q. But Mr. Covert has not 
put any question to you about a buyers' market. He just 
asked you, in the particular Jones case, who paid 
the two cents? And you said Mrs. Jones. 

A. Ina sellersS' market? 
. No. In that market. 
In that 25 cent market? 


Yes. 


2 28 —. 


I said we had got into a sellers' market. 

Q. Please leave it there. We have no necessity 
to make it an argument. We have had it. Are you 
through with Mr. Jones Mr. Covert? 

MR. COVERT: Yes. I am through with the 


Jones case. 
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MR. COVERT: Q. Now, Mr, Armstrong, would 
you say that there is no middle ground between the 
position of those who say that the farmers in the west 
always pay the freight on the wheat, and your position, 
that that 1s not so? 

A. Once again: That is not my position, if you 
don't mind, 

Q. Can I put it to you this way? 

THE CHAIRMAN: It is the position of some 
people, 

MR. COVERT: Yes. 

THE CHAIRMAN: And it seems to me that the 
two positions are absolutely Opposed to each other. 

In one case, the farmer pays the cost for 
getting hiswheat to Liverpool. In the other case, 
the person at the other end Says no. I pay the cost 
of getting that wheat here from Regina, 

What I want to know is: Can you find any middle 
ground for us between those two extremes? 

THE WITNESS: Might I say that the correct 
middle ground -- 

MR. COVERT: Q. You agree with neither of 
those? 

Be I do. not agree that in all circumstances the 
buyer pays all the freight rates. I do not agree that 
in all circumstances the seller pays all the freight 
rates. 

THE CHAIRMAN: That sounds agendas: 

MR. COVERT: Q. Then What you say/ That in 
Some circumstnaces the farmer or the producer pays the 
freight rate? 

A. Yes, sir. 


Q. And in some circumstances the buyer pays 


AA voy 


4 


aed dugls 


gt 445 
\? == - . 


aq 


Oho s 


ae 
éa 


Bott 1A. 


= 
= 
= wae 
a 
5 Fs 
NY . 
; Fs 
oe 
So-4 = 
se, 
a 
fi 
ot om 
sel 
+s 


hs Fe 
cae 


4g, 
yee 


wt 


xi 


a 
feat wd 
—— ae 


oa b- _ 
> 
~ 22 
ier OM 
ce a? 
= _ 
ee | : 
ame 
“= 
Noe 


i 


cas 


le 
‘. 


© 
> 


ia 


shai 


athe 


ey 


eds 


Ning t 
. 


~ 
ea 
~ 

. 


-18450- Mr. Armstrong 


the freight rate? 
A. You see, you have got a precise test, the 
curve, 
THE CHAIRMAN: Q. May I add a factor? Is 


there a third case in which each pays a part? 


A. Yes, sir, there is bound to be. 
If we start out with the assumption that in 
buyer 
an absolute. .| buyers market the pays all the freight 


rates; and we operate with another assumption that in 
an absolute sellers! market, the seller pays the freight 
rate. And then, in between you have a degree of effect 
which changes as you move up, din the intensity. 
MR. COVERT: Q. You have to consider the 
facts of each case to determine who does bear the freight? 
A ¥OS,- 81755. on, Yes jr Sir, 
Q. And the circumstances are many and varied? 
A nes,0 Of course, sir. 
Q. And there may be a time where, temporarily, 
one may pay the freight; and then the incidence of that 
is shifted? 
A. Yes. 
MR. COVERT: That is all I have. Thank you, 
THE CHAIRMAN: Thank you, Mr. Armstrong. 
COMMISSIONER INNIS: Q, I Suppose we could 
Say that the price of wheat -- I am not worried about 
the distinction between a buyers' and a sellers' market ~-- 
but if the price of wheat comes to a focus, it is affected 
by wheat production all over the world? 


A. Yes, sir. 


Q. By the wheat production in the Argentine, or 


, = 
| " wi 
af 3 
“ 2 
Fi 
‘eg. ; 
<5 : ; 
Aas 
os 3 
pie J 


at 
er 
>) 


te 
5 
“2 
» 
oe 
‘ 
sy 


oe a = 
Fon 
. ay Ba PE 
Z ao 
oe 
; 5 a 
A 
ten ' 
2 
vee : 
1 “ G 
: id Hey 
- mE 


fe 


os at 


1B = 
a oad 
- ¥ 

ce 

< 

wa 

od 

a 
, Pei a ae 
“nate os 

G 


r? 


he. 
ye 
ae : 
Ser 
me ae 
wo 


-18451- Mr. Armstrong 


in Europe, and the information in regard to these 
wheat conditions is constantly coming into the hands 
of the dealers. Under those conditions, is it not 
pretty difficult to Say whether you have a buyers! or 
a sellers' market? 

Is it not pretty difficult to Say that if 
there should Suddenly be an increase in freight rates 
in this vast producing area, that it will be passed 
on quickly, under extremely competitive conditions, 
such as you have? 

A. It is, because, normally speaking, the tendency 
is for the wheat market to be a buyers' market, in 
that the buyers! are very well organized and are very 
skilful, and that they do run against sales policies which 
I think are sometimes rather weak. 

That is my reason for Saying that in the case 
of wheat it is almost the normal thing that the freight 
rates be paid by the buyers because it is a buyers! 
market, generally. 

Q. Why do you say it is the buyers' rather than 
the sellers! market? 

A. I would not go so far as to say that in all 
circumstances, the transportation charges always, 
economically,lie on the buyers, but there may be 
cases in which that is not true. 

I am almost sorry that I weakened my statement 
at that point, because it seems to have led to a 
lot of misunderstanding. 

The wheat market is definitely inclined to 
be a buyers' market because of the greater skill, in 
my opinion, and the greater wisdom of the buyers as 


compared to the sellers. I think the sellers have been 


crepe cet. 
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inclined to be too timorous, and I believe that almost 
any alteration in the transportation charges will inure 


to the advantage or disadvantage of the buyer and not 
to the seller. 

Q. One thinks of competitive conditions, and when 
one thinks of an assumption of a monopoly situation, 
that must be rather a limiting type of development? 

A. It is much more powerful than most people 
realize. I do not like to mention names lest I land 
myself in a libel suit. But I can Say that before the 
Cereal Marketing Board began to function in Great 
Britain, the control of buying passed into the hands 
of four or five large companies who, unquestionably, 
had telephone connection with each others offices, 

I hesitate to say that they consulted each other 
about prices, but theymay have done so. 

I do know that they had agents in every 
market in the world. Each of them had an agent on 
the floor of the Winnipeg Grain Exchange all the time. 
I knew some of those agents personally. 

Those men were in a position to do some 
extraordinarily skilful buying. Therefore, I would 


in 


believe that/a monopsony, a buyers weet oc had, 
S 


to no small extent, been created in/world wheat 


market. 
THE CHAIRMAN: You really mean a buyers' 
Combine? 
A. Yes, a buyers! combine, sir. It was very 


strong, and I think it is very strong now. The 
British Cereal Marketing Board is in a remarkably strong 


position. 
COMMISSIONER INNIS: An increase in freight 
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-18453- Mr. Armstrong 


habeas in Canada would have but a very weak effect on 
other regions? 

Be Yes, sir. 

Q. But its effect would be felt very quickly 
in its own region? 

As Yes, and over a period of years it might 
never be felt in other regions because the buyer is 
able to persuade the people in different markets to 
sell at varying prices. 

THE CHAIRMAN: What is the next item on the 
agenda? 

MR. COVERT: We shall continue with the 
case of the Canadian National. 

THE CHAIRMAN: Very well. We shall now 
adjourn for lunch. 


---- At 1:00 p.m, the Commission adjourned until 2:45 p.m. 
today. 
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Ottawa, Ontario, 
Fridsy, March Lf, 2850- 


Pee te Ri OCOGN 8 BS 8 Ft ON 
ED LON 


THE CHAIRMAN: Now TI understand that we come back 
to the Canadien National, 


MR O'DONNELL: May it please the Commission: 


By reason of the fact that express reference was 
made in Mr. Gordon's submission to a part of the formal 
Submission, which is Exhibit 214, I would, with the per- 
mission of the Commission, like to read these several 
peges,. I will promise bt ed any more during the course 
of the hearings than necessary. 

THE CHAIRMAN: It would have been better if we 
had had a copy of this eebaiaeion before Mr. Gordon. We 
had no opportunity to read it in advance. We may have to 
give it consideration later on. 

MR O'DONNELL: Oh, I assume you will. 

THE CHAIRMAN: I mean, it is pretty hard to go 
right into examining somebody on it now, because all we 
know about it is from hesring it read once. 

MR O'DONNELL: Yes, that is true. 

THE CHAIRMAN: What ere you going on with now? 

MR O'DONNELL: Well, there is reference in the 
Submission, my lord, to certain pages of the formal brier ys 
and I thought that, just for the purpose of completing the 
Submission, I would ask your lordship and members of the 
Commission to be good enough to allow me to read those few 
pages. They are relatively short. They are referred to 
at page 3 of Mr. Gordon's statement. 

THE CHAIRMAN: What pages are they? 

MR O'DONNELL: I refer to page 75, my ees of 
the formal submission. I thought it well to put/on the 


record at this point, before we got too far away from Mr. 
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Gordon's Submission, as this really forms part of Lt; 


I commence reading at page 75: 
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B. - GENERAL DESIRABILITY OF ADJUSTMENT. 
ant ADI USTMENT. 


The financial difficulties of the Canadian 
National and the desirability of Solution of them, 
So far presented in this brief can be Supported by 
examination of the Company's books. But columns of 
figures are not the only factors involved. There are 
others which although they cannot obtain an auditor's 
certificate, have an important effect upon our financial 
results. That these factors are largely phychological 
does not lessen their importance and they have to be 
taken into account in any consideration of this problem. 

Since the railway is public property, the 
public is entitled to receive a report on its annual 
Operations in a form comprehensible to all. Only by 
this means can the public form an opinion of the sound- 
ness of the Railway's management and the value of the 
property. But because of the intricate nature of the 
financial structure and the complexities of the operatinr 
disabilities, present circumstances make the preparation 
Of such a report impossible. Therefore, the average 
uninformed citizen (which embreces most of the Company's 
Own employees) is merely confused. He is unable to 
analyse or understand the true picture. The result is 
that the magnitude of the deficit eontinues to over- 
Shadow all other considerations. 

This being true in this country where 
the average man is acquainted with th railway by name 
and has some appreciation of its size and physical 
features, it is even more lamentably true elsewhere, 
principally the United States, where even this knowledge 


is not widely held. It is easy, therefore, as is often 
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the case for those so disposed, to ignore the good and 
publicize the bad to their Own advantage even AE. eit 
the process, the false picture they present reacts to 
the disadvantage of our Company and our country. 

Everywhere, therefore, the view is held 
that the Railway is one that cannot be operated at a 
BroLrits While informed Opinion, understanding the 
Situation, makes due allowances, it is uneasy when, as 
is inescapable under existing circumstances, the deficits 
are large. Uninformed Opinion, representing the mass 
of the thinking, makes no allowances at all and lays the 
blame on management and not on the real causes. 

It is inevitable that these factors, 
Singly and in combination, should be injurious to the 
morale of those, officers and employees alike, who are 
responsible for the Company's administration and oper- 
ation. That the personnel has been able to with- 
Stand these debilitating influences and maintain a high 
morale, is a tribute to their intelligence and their 
powers of perseverance. But it cannot be denied that 
the effects are being felt. This is understandable. 
It is impossible for men of spirit and enterprise, in 
any walk of life, to endure a state of psychological 
servitude brought on by a fallacy, without in the end 
being affected by it. 

The responsibilities of railroading 
are immense and they are exacting. To be done properly, 
the job requires every man's full attention, his full 
thought and his full effort. It follows, therefore, 
that if in addition to Shouldering the normal load of 
business, the management and workers of the Canadian 
National must also shoulder the crushing weight of un- 


realistic financial results, which they, as public 
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servants, are constantly called upon to explain or justify, 
there will be a loss of efficiency which will be reflected 
in losses on the pages of the ledgers. Continuance of 
deficits which are not of the management's making and 
which are beyond the management's ability measurably to 
reduce, will certainly result in destroying incentive. It 
is the nature of man to desire to work with and for a 
successful enterprise. 

The men and women who work for the Canadian 
National represent a cross section of the people of 
Canada. They may not understand the bewildering maze 
which constitutes the Company's financial structure nor 
have full appreciation of its operating disabilities but 
they are not happy about financial results proclaimed to 
be the result of their year's best efforts and they 
are discouraged by the criticism that ensues. How- 
ever, they do understand the scope of the Company's 
operations and the irreplaceable importance - strategic 
and commercial - of the Company's lines to the nation. 
In working for the Canadian National they feel also that 
they are doing a job for Canada, as indeed they are. 
They know their Railway is the largest in Canada, 
the only one with lines in every province and 
they cannot understand why another railway, inferior in 
Size, should become the standard in rate matters. Nor 
can they understand that although they are as good rail- 
roaders as any other and are working just as efficiently, 
the Railway they work for concludes each year with a 
large deficit. That same lack of understanding is 
Shared by the great body of the Canadian public and if 


the cause of it is allowed to continue, when there are 


remedies to effect a cure, the unfortunate effects will 
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be widespread not only throughout the Railway but through - 
out the nation. 

The present financial structure of Canadian 
National Railways is not only unwieldy and confusing 
but it throws a false light on the operations of the 
System and obscures its true value to Canada. This con- 
aqivi0n 1s eréatiy aggravated by the losses attendant on 
the operation of the lines in the national interest. 
Explanations of why deficits occur have small and doubt- 
ful value. Explanations are too readily interpreted 
as excuses and the public is either Suspicious or intol- 
erant of them. 

It is necessary that the public should 
understand that the Canadian National is not only a 
business enterprise, but, equally important, an instru- 
ment of national policy in the execution of wotceh: it is 
expected to operate extensive mileage and other facilities 
which are not and cannot be profitable by ordinary 
standards of business. To this end, clarification of 
its position to the point where its annual results 
will provide an understandable yardstick by which the 
public can measure its Operating efficiency, is 


essential. 
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MR O'DONNELL: That is the end of what I wanted 
to read. I read that, my lord and members of the Commis- 
Sion, because of the express reference which was made in 
Mr. Gordon's submission this morning. 

Now I would call Mr. Cooper. 

THE CHAIRMAN: Do you intend to examine Mr. 
Cooper partly on Mr. Gordon's Statement this morning? 

MR O'DONNELL: Yes, my lord. 

THE CHAIRMAN: Well, as I have already said, we 
have not hed much time to look at it, and, more than that, 
Mr. Gordon in the course of that statement added 9 para- 
graph, didn't he? 

MR O'DONNELL: Yes, he did. 

THE CHAIRMAN: Have you it there? 

MR O'DONNELL: Yes, my lord. It is merely with 
respect to page 15, after the paragraph numbered 3. The 
paragraph numbered 3 dealt with the future development 
lines. 

THE CHAIRMAN: Would this be a peragraph num- 
bered 4? 

MR O'DONNELL: No. It is merely an interjection 
by way of saying, "When I said what I said in paragraph 3, 
I would not wish it to be understood that the Cansdian 
National would undertake to build any reilroad in the 
future, provided not more than 60 per cent was to be 
financed by interest-bearing securities." In other words, 
Mr. Gordon simply said, "Well, thet is what should be done 
in the future, but each case must be decided on its own 
merits." I might read exactly what Mr. Gordon said again. 

THE CHAIRMAN: A safeguard provision? 

MR O'DONNELL: That is right. He said this: 
"In saying what I have just said, I would very definitely 


wish to emphasize and make clear that there is no intention 
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on the part of the Canadien National to underteke the 
construction of any and all railroads which might in the 
future be Suggested, even if 40 per cent of the capital 
were to be provided by way of equity capital. The 
Conadian National should be free to consider on its own 
merits each individual case which might present itself 
in the future." 

THE CHAIRMAN: Then that is 5 modofication thot 
applies only to--- 

MR O'DONNELL: To paragraph number 3, thet 2s 
right, my lord. It relates solely to that. 

THE CHAIRMAN: All right. Now, Mr. Cooper, 
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TZ. H. COOPER, Called, 
EXAMINED BY MR O'DONNELL: 

Q. What is your position with the Canadian National 
Railways, Mr, Cooper? 

A. I am the Chief Accounting Officer, My title is 
Vice-President and Comptroller. I was appointed Comptroller 
in 1938. I was made 9 Vice-President in 1945, 

Q@- How long have you been with the Canadian National 
Railways or its predecessor companies, Mr. Cooper? 

A. Since 1912, 

MR O'DONNELL: I think, my lord, thet it might 
Save time if I would just read on to the record Mr. 
Cooper's experience and qualifications, 

THE CHAIRMAN: Yes, 

MR O'DONNELL: TI am instructed that prior to Mr. 
Cooper's having been appointed Comptroller he was 
Assistant Comptroller, and before that General Auditor 
of the Canadian National Railways; that since 1923 he hag 
been pretty much in charge of the finel accounting at Head- 
quarters for the Canadian National System. When the 
administration of the Canadian National Railways was con- 
ducted by a Board of Trustees, who superseded the Board of 
Directors, Mr, Cooper acted from 1934 to 1936 es assistant 
to the late Honourable Mr. Justice Fullerton while he was 
Chairman of the Board of Trustees, During that period Mr. 
Cooper developed the proposals which finelly resulted in 
the Capital Revision Act of 1937. Apart from his duties as 
Chief Accounting Officer for the Canadian National Railwey 
System, Mr. Cooper is Comptroller of Trens-C nada Air Lines 
and Vice-President snd Comptroller of Canadian Nationsl West 
Indies Steamships, which two companies are not included in 
the railway system. He is also Chairman of the Pensiong 


Boerd of the Censadian National Railways, which is s board 
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of seven representing the railway and three members 
representing the employees. He is a trustee of Csenadien 
National Railways Securities TPUBLE, consisting of five 
trustees, three representing the Government and two 
representing the railwey. He is Cheirman of the Accounting 
Committee of the Northern Alberta Railways, President of 
the Grand Trunk Insurance Society, and Trustee and Member 
of the Board of Management of the Grand Trunk Supersnnua- 
tion Association, Chairman of the Administretion Committee 
for the International Aviation Building at Montreal, and 
member of a number of committees and director of a number 
of corporations. He is also a member of the General 
Committee of the Accounting Division of the Association 

of American Railroads. 

Q. Now, Mr. Cooper, when you say Canadian National 
System, you sre not referring to the Canadian Nationel 
Railway Company? 

A, No, 

@. What are you referring to? 

A. I am referring to the combination of companies 
which comprises the Canadien National System. There are 
between 80 and 90 companies; I think the exact number 
would be 85, A number of these companies are United States 
corporations, and the others are Canadian. We have one 
company incorporated under the laws of France. 

THE CHAIRMAN: Q. Under the laws of what? 


f. Of France; a French company. 


(Page 18464 follows) 
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Q. Can you tell the Commission when the consolidated 
balance sheet and income statement were first put 
together with respect to the Canadian National Railways? 

A. The consolidated income statement and balance 
sheet for the railway system was put together in 1923 
under my immediate direction. It was then that we had to 
decide to take up in our accounts the accounts of the 
Canadian National Express, the accounts of our commercial 
telegraphs and Subsidiary company operations, and it was 
on my recommendation that the directors decided to adopt 

depreciation accounting for the rolling stock in Canada 
in the year 1940, 

Q. Now, Mr, Cooper, have you had anything to do with 
the preparation of the detail data referred to in the 
Submission which Mr, Gordon,, the Chairman and President 
of Canadian National Railways, made to the Commission 
this morning ? 

A. Yes, Mr, Feirweather and I have co-operated on 
that part of the submission which leads up to the 
recommendations made by the President, Mr. Fairweather and 
I have many times worked together on problems which are 
both financial and economic. For example, we both gave 
evidence in the action brought by Lovibond against the 
Grand Trunk and Canadian National Railways as to the value 
of the Grand Trunk preference stock, This was an action 
in the Supreme Court of Ontario. Generally I furnish 
the factual accounting information together with my views 
aS an executive officer of the Railway and Mr. Fairweather 
testifies as to the physical charasterics of the railway, 
its operations, and the economic Significance of the 


facts developed. 
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Q. Mr. Fairweather is Mr. 5S. w. Fairweather, Vice- 
president and Director of the Bureau of Research and 
Development, Canadian National Railways? 

As. Xes, 

Q. He will be called later, 

THE CHAIRMAN: There is only one Mr, Fairweather? 

MR, O'DONNELL: There were two originally, that 
is why I wanted to identify him. Mr. 8. W. Fairweather 
who is with us this afternoon is Vice-president of the 
Company and he will be called later, 

Q. May I take it then Mr. Cooper, that yourtestimony 
will be directed more particularly to the accounting figures 
in the submission, rather, the statement which was made by 
Mr. Gordon this morning, and that perhaps you will supplement 
your evidence by some general observations? 

A. Yes, quite so. I want to speak - - 

THE CHAIRMAN: How far does Mr. Gordon - - 

MR. O'DONNELL; There are a number of figures 
mentioned in Mr, Gordon's statement this morning, and I 
intend to have Mr. Cooper speak to these, and prove and 
explain them, and give such explanations as he can, 

THE CHAIRMAN: I would like to know what pages, 

MR. O'DONNELL: Having done that I intend to go 
to the main Brief and carry on through there. 

Q. Referring to the statement, Mr. Cooper, - - 

MR. SINCLAIR: What part of the statement? 

MR. O'DONNELL: I am going to give you the page 
and figure I refer to.. 

The first figure, Mr. Cooper, is that which appears 
on page 6, the figure being $1,344,000,000. 

A. This amount you will find in the balance sheet of 
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the railway system for that year, the year 1948, 

Q. Then, that first figure of $1,344,000,000, you say 
will be found in the balance sheet for 1948? 

A. The total of 1,$1,344,000,000 is a combination of 
two figures appearing on the balance sheet. 

Q. In order that we may understand that, will you be 
good enough to produce as Exhibit 217 a copy of the Annual 
Report of the Canadian National Railways for the year 1948? 
Canadian National 
Railways, Annual 


Report, for the year 
1948, 


.. EXHIBIT 217,...filed by 
Mr. O'Donnell 


Now, those two figures, Mr. Cooper, that you have just 
mentioned, and which are on page 6 of the statement made 
by Mr. Gordon this morning, are to be found on page 13, 
are they not, of Exhibit 217? 

A. They are to be found on the balance sheet on page 
M3 The figure of $1,344,727,483 comprises $584,232,658 
of funded debt in the hands of the public and $760,494,825 
of loans from the Government of Canada. 

Q. Those are the second and third figures at the top 
of page 13? 

A. Yes, and full details of those figures will be 
found on pages 20 and 21 of the Report, 

Perhaps I should explain that in the figure of 
$584,232,658 of funded debt in the hands of the public 
$10,450,008 is held in special funds of the railway 
company, - I am referring to the self-insurance fund and 
the pension contract fund. 

Q.. And that figure of $10,450,008.06 likewise appears 


at the top of page 13 on Exhibit 217? 
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A. Yes, and I would like to explain that figure of 
$10,450,008.06, We consider System securities held in 
special funds as outstanding debt, 

Q. Why is that, Mr. Cooper? 

A, That is so, because the interest on these securities 
is paid into these Special funds; such interest is included 
in our fixed charges and necessarily our interest amust 
be tied in with the principle of the outstanding securities, 

THE CHAIRMAN: I do not understand. What kind of 
interest was it? 

A. I was going on to Say that the interest on these 
securities which are held in these special funds is included, 
first, in the amount of our fixed charges and, in turn, the 
amount of our fixed charges must be related to the principle 
of the debt in the figure that I have mentioned, 

We have always considered that System securities held 
in these special funds are similar to Securities in the hands 
of the public, I may say, too, that the figure of 
$1,344,727,483.13, is the figure for 1948 corresponding to 
the figure of $1,272,330,000 for 1947, shown in Table No. Te 

THE CHAIRMAN: Apparently you are giving figures 
I do not see very readily. You see, we had been dealing 
with the figure of $584,232,658. What figure do we go to 
next? 

A. On page 46, sir, of our main submission, we show 
the development of our fixed charge debt from 1922 to 1947. 
At the end of 1947 our fixed debt amounted to $1,272,330,000, 
and what I was saying really is that the figure of 


$1,344,727,000 about which we - - 


(Page 18469 follows) 
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THE CHAIRMAN: $584,232,658.02 added to 
$760,494,825.11 makes a total of $l S44, 727, 463023: 
It comes out right. Thank you. 

MR. FRAWLEY: It is the same figure which 
Mr. Gordon gave this morning, rounded out to 
$1,344,727,483.13. 

MR. O'DONNELL: Q. And you point to the 
fact that that total figure of 
$1,344,727,483.13, which is at the top of page 13 
of the Balance Sheet, of Exhibit 217, ties in with 
figure on table VII, at page 46 of the main submission? 

fs Yes. And if the table on page 46 had 
been extended to include the year 1948, the figure in 
that year would have been $1,344,727,483.13. 

Q. Now, the next figure in Mr. Gordon's statement 
is one which appears at page 7, and it is the figure 
of $804,000,000 of interest bearing debt taken into 
the Canadian National system at its inception. 

THE CHAIRMAN: Where is it to be found? 

MR. O'DONNELL: On page 7. Is that a correct 
figure, and where might one find it in any public 
document? 

THE CHAIRMAN: You say the figure is 
$804 ,000,0002 

MR. O'DONNELL: Yes, $804,000,000, and it 
is on page 7 of the statement made this morning. 

THE CHAIRMAN: What year did you have in 
mind? 

AY 1923; January lst, 1923. 

COMMISSIONER INNIS: Q. Does the Grand 
Trunk Railway include the Grand Trunk Pacific? 
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MR. O'DONNELL: Will you please tell the 
Commission where that figure may be found in any public 
document? First, it is a correct figure, is it not? 

A, You use the round figure of $804,000,0002 
Q. Yes. 
A. Well, the correct figure is $804,503, 144. 

THE CHAIRMAN: Where is that to be found? 

A, As of December 31, 1922. 

It does not appear in any of the Annual Reports 
of the railway, for the Simple reason that the system 

Operations 
commenced /on January 1, 1923, and no report was published 
for the system prior to January 1, 1923. By reference 
to page 9 of the Report -- 

Q. You mean of this Report? 

MR. O'DONNELL: No. Page 9 of another 
document. 

THE WITNESS: I am now going to produce, 
if Iomay, as an Exhibit, ‘a publication of the Dominion 
Bureau of Statistics entitled: 


"Canadian National Railways 
1923 - 1948". 


The figure of $804,503,144 appears on page 
9, in column H of that publication. 

MR. O'DONNELL: Q. I produce that publication 
as Exhibit No. 218, and we will ask the Commission to 
be good enough to see where the figure appears on page 


9 cf column H which you have referred to. 


EXHIBIT NO. 218: Filed by Mr. Pamphlet entitled 
O'Donnell: "Canadian National Railways 
Po es ee 1923-1948". 


THE CHAIRMAN: Q. What page are you referring 
to? 
A. I referred to page 9, Column H, and the second 


figure in that column. That is the funded debt outstanding 
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at December 31, 1922, 

THE CHAIRMAN: Page 9, Column what? 

THE WITNESS: Column H. 

MR. O'DONNELL: The second column, and the 
second figure in that column. 

THE CHAIRMAN: Yes. 

MR. O'DONNELL: And it likewise appears 
on page 46 of the main submission, that is, in 
TaApLe Vis 

A, xYeS8; it ‘is the first figure in the amount of 
Canadian National debt shown on that table. 

Q. Now, can you give the Commission a list 
of the individual securities which are comprised in 
that amount? 

A. Yes. I have here an Exhibit which gives 
the total, making up the total of $804,503,144, 

Q. Will you please produce as Exhibit 219 
a list of securities which is entitled: "Unmatured 


Funded Debt Held by Public"? 


A. Yes. 
EXHBIT NO. 219: Filed by Mr. List entitled: 
O'Donnell: "Unmatured Funded Debt Held 
by Pubiia", 


MR. O'DONNELL: Q. And after it has been 
distributed, I would ask you to explain it briefly to 
the Commission, 

That Exhibit 219 consists of three sheets, 
does it not? 

A. lsh: 
Q. Will you please explain the document to 
the Commission in your own way? 
A. The statement,Exhibit 219, gives the list 
of all the securities making the total of $804,503,144. 
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There are eighty-four Separate issues, 
and the statement shows those securities which were 
guaranteed by the Dominion Government, those which 
were guaranteed by the provinces, and those which were 
not guaranteed. 

It also shows or indicates which of the 
securities were obligations of the Grand Trunk, which 
were obligations of the Grand Trunk Pacific, and which 
were obligations of the Canadian Northern. 

Q. Can you tell the Commission what the total 
obligations of the Grand Trunk were? 

A. The obligations of the Grand Trunk Railway 
Company of Canada totalled $313,302, 843. 

The obligations of the Canadian Northern 
totalled $371,707 ,448. 

And the obligations of the Grand Trunk 
Pacific totalled $119,492,853. 

Q. Now, are the securities which are mentioned 
on page 17 and 18 of the main brief, which is 
Exhibit: 214, included in the list which has just been 
produced as Exhibit 219? 

THE CHAIRMAN: What pages? | 

MR. O'DONNELL: Q. Pages 17 and 18, my lord; 


starting at the bottom of page 17 and continuing over 


to page 18. 
Re What was your question? 
Q. Are the securities which are referred to 


on pages 17 and 18 of the main brief included in this 
tally set out on the list which is Exhibit 219? 

A. Yes. The list included $60,833,333 of Grand 
Trunk Railway four per cent guaranteed stock; 
$34,879,252 of Grand Trunk Pacific, four per cent 
debenture stock; and $24,140,174 of five per cent 
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Canadian Northern Income Charge Convertible 
Debenture Stock, the interest on which three issues 
was changed from a contingent basis into a fixed charge. 

Q. That is when they were taken into the Canadian 
National, in 1920? 

A. The first item of $60,833,333 was converted 
into a fixed charge in 1920; and the other two were 
converted into fixed charges between 1923 and 1930. 

Q. And those three securities which you have 
Just mentioned are set forth -- or reference is made 
in further detail to them -- at pages 17 and 18 of 
the main brief? 

A. TOS 

Q. Was any part of that $804,000,000 in 1922 
held in special funds? 

‘ae No. 

Q. We shall now turn to Mr. Gordon's statement. 

COMMISSIONER INNIS: Q. I see there is 
no maturing date on these issues? 

A. No, -sir% The maturing date is not shown. 
We were more concerned in listing securities to make 
up the figure of $804,503,144. However, if you would 
like me to, I could find that out for you. 

Q. I was wondering whether you had any bunching-up 
for the future, or are they spread out pretty well? 

BG I could file the annual report for 1923 
which would show the maturity date of all those 
securities. In fact, I think later on we intend to 
file it as an Exhibit. 

MR. O'DONNELL: We will be glad to get that 
for you, Dr. Innis. It will appear in the annual 


report, at page 21, for instance, showing the situation 
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as it was at that date, the date of that annual report 
which is mentioned, the date of March lst, which is 
mentioned on page 21. And we would have similar 


information for other years. 


COMMISSIONER INNIS: Those perpetual 
debenture stocks show a high rate of interest, five 
per cent and four per cent? 

A. Yes. I might also say that the majority of 
those debenture stocks were picked up during the war 
period when we repatriated about $410,000,000 of 
these railway securities which were domiciled over 
in the United Kingdom. 

Q. So they are now in your hands? 

BR. Most of them, yes. I have a figure of about 
$17,000,000 of perpetuals outstanding at the present 
time. 

MR. O'DONNELL: I might then say, my lord, 
that the last figure under the heading "Guaranteed by 
Dominion Government" which appears on Exhibit 219 -- 

THE CHAIRMAN: On what page? 

MR. O'DONNELL: This list, the last Exhibit 
we have just produced -- this last item of securities 
might be stricken off. 

THE CHAIRMAN: Will you give me the reference? 

MR. O'DONNELL: Exhibit 219, 

THE CHAIRMAN: And where is the figure? 

MR.O'DONNELL: Right on the first page, 
and I refer to the last of the securities in the first 
group under the heading of "Guaranteed by Dominion 
Government"; I mean the five per cent equipment trust 
NGN 9 

THE CHAIRMAN: Yes. 
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MR. O'DONNELL: That might be stricken oFf 
There is no number set against it, and it is not included - 
in the total. 
THE CHAIRMAN: We should dust strike it right off? 
MR. O'DONNELL: Just strike it right off. 
These equipment trust issues are not included in the total: 
THE CHAIRMAN: All right. 
MR. O'DONNELL: The next figure to which I 
attention 
would direct/is to be found on page 8 of Mr. Gordon's 
statement, at the bottom of the page, and it is 
$707,000, 000? 

A. Yes. 

Q. What have you to say about that? It is 
Stated there that the net investment expenditures of 
the system, 1923-1947 inclusive, have amounted to some 
$707,000, 000? 

on 

A. That statement is Table V shown/page 41 of 
the main submission. 

THE CHAIRMAN: Q. Where did you say it is? 

A. The statement of expenditures during that 
period is Table V on page 41 of the main submission. 

MR. O'DONNELL: Will you now turn to page 41? 

THE CHAIRMAN: Table V, yes. 

MR.O'DONNELL: The last figure at the bottom 
on the right hand side. 

A. The precise figure is $707,556, 744. 

THE CHAIRMAN: What is the figure here? 

MR. O'DONNELL: It is a round figure of 
$707,000,000, which is in Mr. Gordon's statement. 

THE WITNESS: You will notice from the table 
on page 41 that the period 1923-1931, and the period 


1932 to 1947 are shown separately. 


i. 
rs 


os 
¥ 


arab . 
. a 


«4 


e 
r] 


ity, 


L wont 


aa 


7 


5 re 


Lik: ease cro. 


x 


+ 


é 


a ‘ 


> 
Aad, 


— 


Py 
. 


wt 
. 


Bee 
eee 


a? 8. Ae 


Ek 


= 
= 
wes i 
& 


8 SOcnie Ge & 


oe 


Mea fae 


Fu 


fee leas 


eo Pegedy 


SRL. “9 


: 
ie 


L of: 


“ 
t 


a 
ie 
t 2 


$ 


CS be 

st ‘ 
~_- Er: 

aS 

a Az 
ty, cr. a 
FS ae ! 
ne: . 
a <i 


ot 


HH 


-18476- Mr. Cooper cr-ex 
in 

That separation was made in order to tie/with 
the figures which are used in the Duff Baraat 

Q. Would you just indicate where abouts in the 
DUriehe pore? 1 take. 16.3 Jae on page lO, , least nos. |? 

figure 
of the Duff Report, where that similiar/appears, 
and how it is arrived at? 

A. In the Duff Report at page 19 the capital 
expenditures of the Canadian National Railways in the 
period 1923 to 1931 are given as $456,345,456, and 
that figure ties in with the first column in Table V 
on page 41. 

COMMISSIONER ANGUS: Q. On page 41, I see 
that theyinclude Trans-Canada Airlines among the 
companies in which investment was made. Does that 
count aS a rail asset? 

A. NO. Si 

Q. So that these figures include a great deal 
which is non-rail? 

A. I would not say agreatdeal. The Trans- 
Canada Airline figure is shown on that table as 
$22,600,000. It is the next to the last figure. 

Q. Is that the only non-rail figure? 

Bes, It depends on what you classify as non-rail. 
For instance, it includes our hotels at $29,234,117. 

I am not sure how you would classify that. 

But speaking in a broad way, the investment 
account of the Canadian National Railways does not 
include any large figure in what might be called 
non-carrier activities. 

THE CHAIRMAN: Q. Non-carrier activities? 


A. Well, non-rail. We generally refer to them 


as non-carrier. 
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Perhaps I should also call attention to the 
Statement at the top of page 42 of the main submission. 
ae Exhibit 214, yes. 

At I am speaking of the top of page 242 of the 
main submission. 

Q. Yes. 

A. It shows that in the first nine-year period, 
the average annual expenditures were $50,705,050; 
whereas, in the subsequent sixteen-year period, the 
average annual expenditure was $15,700,705, which is 
to say tha. the expenditures in the second period 
averaged $35,000,000 per year less than in the first 
nine-year period. 

Q. And those periods, the first nine-year period, 
and the sixteen-year period, are set out in detail on 
page 41 of the brief? 

A‘ Yes. 

Q. Now I refer you again to Mr. Gordon's 
statement. There is another figure at the bottom of 
page 8 of $100, 000,000 which represented necessary 
improvements to the property which did not add to the 
earning power of the system. Can you verify that 
figure? 

A. That is a figure based on one'S general knowledge 
of the situation rather than one disclosed by the 
accounts. Mr. Fairweather will explain it, but my 
impression is that it is somewhat of an understatement. 

THE CHAIRMAN: Q. What is that? 

A. I say that my impression is, it is somewhat 
of an understatement. 

MR. O'DONNELL: Q. From your knowledge 


of it, you think it is an understatement. Why do you 
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say that? We are speaking of the-situation not as 
it is now, but at the time of amalgamation. 

A. Referring first to the Grand Trunk: Anyone 
reading the evidence given by Mr. Kelly before the 
Drayton-Acworth Commission will note the large amounts 
he quoted for needed capital expenditures which had had 
to be deferred because funds were not available. 

Q. Would you be good enough to Say what page 
of the report you are referring to in the Drayton-Acworth 
Commission Report? 

Rs Pareo, i reror td page XXXIII, 

Q. You mean in Roman numerals? 

A. Yes; and I also refer to page XXXIV, where 
Mr. Kelly, in his evidence, gave evidence as to the 
amount of capital expenditures needed, which he considered 
needed to be made to put the Grand Trunk into reasonably 
good condition. 

Moreconvincing evidence will be found in the 
Grand Trunk Arbitration Award. 

a Have you got a copy of that "Grand Trunk 
Arbitration Award" available? 

A. I am referring now to pages 31 and 32 of the Grand 
Trunk Arbitration Award. 

Q. That is a document which is published by the 
King's Printer, and which is entitled "The Award, 
and Reasons for the Award, Grand Trunk Arbitration" and 
it is dated, September 7, 1921? 

A. Yes. 

Q. Would you please refer to the pages of that 
document which you rely upon, and possibly, inasmuch as 
we have but one copy, we might read the extract which 
Mr. Cooper has in mind right into the record. 


(Page 18489 follows) 
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THE WITNESS: "After e11 the heavy" --- 
MR O'DONNELL: Q. You are reading from page 31, 
ere you not, Mr. Cooper, of that report? 

Bee * “Ves 4 

"After 911 the heavy expenditure made upon the 
System from its taking over in May, 1920, until the end 
of that year, deferred maintenance to the smount of 
many millions still remained to be done in respect of 
bridges, trestles, culverts, crossings, ties, track, 
rails, ballast, track laying and Surfacing, fences, 
docks end wharves, Evidence adduced by the Government 
shows estimated extraordinary maintenance sand capital 
requirements in respect of the Grand Trunk System for 


the years 1921 to 1925 inclusive as follows: 


Extraordinary maintenance § 8,924 378 
Remunerative capital 4,780,087 
Non-remunerative capital 43,908,612 
Total capital 48 ,688 ,699 
Total capital and maintenance 57,623 017% 


The estimate for 1920 to 1925 according to testi- 
mony on the part of the Government was as follows: 


Extraordinary and deferred 


maintenance $ 18,889,343 
Remunerative capital 6807, 104 
Non-remunerative capital 43 ,908 ,612 
Total capital 50,795,796 
Total capitsel and maintenance 69 ,685 ,139. 


A large part of the item for non-remunerative 
capital consists of estimated expenditures for grade 
Separations in Montreal ,xnaz Toronto, Detroit, Chicago 
and other cities, which must be carried out in the non- 
distant future. Mseking the most liberal allowance for 
all that was: ~ adduced against these figures, it is 


clear that the expenditures with which the Grand Trunk 
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was confronted in May of 1920 for deferred mainten- 
ance end capital construction were of most serious 
financial 
amount and of the gravest/consequence. Mr. Kelley's 
letter referred to above indicated necessary capital 
expenditure (over and above deferred maintenance) of 
on amount exceeding $30,000,000, the principsl item 
being for rolling stock and shop machinery. The 
above figures as to deferred maintenance and capital 
expenditures relate only to the Grand Trunk System 
exclusive of the Central Vermont and Grand Trunk 
Pacific Systems. The condition of the former as to 
these items was shown to be quite serious as to 


deferred maintenance, while that of the Grand Trunk 


Pacific was of the gravest character," 
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MR O'DONNELL: Q. Now, that extract Speaks 
then of the condition of the Grand Trunk properties as at 
the date they were teken over by the Canadian National 
Railways,end of the run-down and semi-finished condition 
of those properties, Now, included in that $707 million 
there sre others, are there not, relating to, for instance, 
the Canadian Northern? 

A. Yes, 

Q. Would you tell the Commission what the Situation 
was with respect to the Canadian Northern properties? 

A. I am going to refer to the--- 

THE CHAIRMAN: Pardon me a moment. That brings 
us back to page 41, does it? The figure is found there, 
$707 million, 

MR O'DONNELL: Yes, that figure is there, my 
lord, but included in thet figure are certain properties 
that were taken over, certain expenditures made with 
respect to the Grand Trunk properties, and the description 
of the Grand Trunk properties as at that time has just 
been given by Mr, Cooper, and I am now asking him to de- 
Scribe to the Commission or to give the Commission inform- 
etion concerning the condition of the Canadian Northern 
properties at that time. 

THE CHAIRMAN: Does that come under new lines 
acquired or new lines constructed or what? 

MR O'DONNELL: It is comprised in Mr. Gordon's 
Statement, page 8, my lord. 

THE CHAIRMAN: Yes. I was trying to find the 
item concerning it on this page 41. 

MR O'DONNELL: Well, you will not find that 
exact figure there; you will find the.$707 million, 

TRYE CHAIRMAN: Yes, I know; it is part of the 


$707 millioyn, 
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MR O'DONNELL: That is right. 

THE CHAIRMAN: I thought perhsps it was identi- 
fied here. Where do you refer to in Mr. Gordon's 
statement? 

MR O'DONNELL: The bottom of page 8, my lord. 
It is by way of explaining the $707 million, and then 
there is the statement: 

"It is a reasonable estimate that of this amount at 
least $100,000,000 represented necessary improvements 
to the property which did not edd to the earning 
power of the System." 
At the time the properties were taken over by the system 
they were in that run-down and semi-finished condition, 
end the description of those properties is now being 
given by Mr. Cooper as at the date they were taken over. 

THE CHAIRMAN: Well, I brought you back to 
pege 41. There was a question asked you a while ago 
about Trans-Canada Air Lines. Now, this page 41 seems to 
include non-rail and rail items, does it not? 

MR O'DONNELL: Q. Will you explain that, Mr. 
Cooper? 

A. Yes, it does, my lord. 

THE CHAIRMAN:Q.I see, for instence, you have 
"Hotels" there, and then grouped with "Hotels" you have 
"Other non-transportation property." Does that meen non- 
Pell? 

Ae, YOR Sip 

Q. But still after thet, though, you do have the 
Traens-Cenada Air Lines, with oe further figure, and above 
that you have "Telegraphs - Commercial"; do you consider 
that rail or non-rail? 

A. We consider it as rail, sir. 


Q. Rail? 
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A, Yeso rath: 

THE CHAIRMAN: Well, if you do, thet is a 
sufficient answer, 

COMMISSIONER ANGUS: Is it quite fair to describe 
en investment in Trans-Canada Air Lines as having to do 
with the run-down and semi-finished condition of the 
properties taken over? 

MR O'DONNELL: Well, it is described es an 
investment expenditure on page 41. Table No.5 is 
"Investment Expenditures", but included in that $707 
million--- 

COMMISSIONER ANGUS: Yes, it is the breakdown 
of the figure on page 8 of Mr. Gordon's Statement. That 
is headed "Run-down and semi-finished condition of pro- 
perties taken over," 

MR O'DONNELL: That is rights; and he is saying 
that in the $707 million there were some taken over upon 
which expenditures were made which represented necessary 
improvements to the property which did not add to the 
earning power of the system; and what we are speaking to 
there is restricted specifically to railways -- the Grand 
Trunk properties, the Canadian Northern properties, the 
Grand Trunk Pacific and the Canadian Government Roilways. 
They are included in the expenditures on those properties, 
but included in the $707 million. | 

COMMISSIONER ANGUS: And it includes other things 
as well, 

MR O'DONNELL: Includes other things as well. 

We are simply speaking to those items in the $707 million 
which relate to the condition of those four railways which 
were taken over in 1923 by the Canadian National. 

THE WITNESS: Now, quoting from the Drayton- 


Acworth Report, page xli--- 
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MR O'DONNELL: Q. Concerning Cenadisn Northern 
Railway? 

A. Referring to the Canadian Northern Railway, 

yes. They said: 

"We think that $40,000,000 for equipment, and 
perhaps $30,000,000 for edditions and betterments, 
would be a moderate estimate of the system's needs 
in the next five years, assuming that the Canadian 
Northern remains separate and independent." 

Q. Now, have you any similar information concerning 
the properties of the Grand Trunk Pocific as at that time? 

A. No, I was not able to find any figures indicating 
the amount of deferred maintenance and deferred capital 
expenditures which needed to be made on the Grand Trunk 
Pacific, but I am sure that the position of the Grand 
Trunk Pacffic was even more desperate than that of the 
Grand Trunk, 

Q. And the Canadian Northern, even? You were familiar 
with those properties at that time? 

bine LOS. 

Q. Now, what would you say as to the Canadian Govern- 
ment Railways? 

A. I have no figures for the Canadian Government Rail- 
ways, but I hthink something should be edded with respect 
to the Canadian Government Railways. I have not got a 
figure, though, to quote. 

Q. What would you like to edd? 

A. I would like for the minute to refer now to a 
letter addressed to The Rt. Hon. Arthur Meighen, who was 
then Prime Minister of Canada. The letter was written by 
Sir Joseph Flavelle. It is dated August le, 1021s. ea 
Joseph at that time was Chairman of the Board of the Grand 
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MR O'DONNELL: If you have 3 copy of ‘that 
letter, we might produce it as Exhibit 220. 

----EXHIBIT 220: Letter addressed to The Rt.Hon, 

Arthur Meighen, Prime Minister 
of Canada, by Sir Joseph Fla- 
Velle, ‘Barty ,“Aug 12,1921 | 

THE WITNESS: I should say that, while Sir 
Joseph was Chairman of the Board of the Granda Trunk, in 
this letter he is referring to the National Railway System. 

MR O'DONNELL: Q. What was the National System 
to which he was referring? What did it comprise at that 
time? 

A. It comprised the Grand Trunk, the Grend Trunk 
Pacific, the Canadian Northern and the Canadian Government 
Railways. 

Q. Wheat page are you referring to? 

A. On my sheet it is 5; I am not sure that it is 
the same. 

MR O'DONNELL: It is an extract from page 5, my 
lord, which will be found on the second page of Exhibit 
ec0, the paragraph beginning "Further, to enable", 

THE WITNESS: "Further, to enable the National 

System to command its share of the country's business 

on even terms with the Canadian Pacific Railway, some 

time during succeeding years, large capital sums will 
be expended for general betterment of trac for the 
consolidation of the separate lines constituting the 

National System, as well as expenditures for Terminals 

in Montreal, and for the completion of Terminals in 

Toronto. These capital expenditures will aggregate 

$125 ,000,000.00 to $175,000,000.00, and when they are 

completed, will constitute a new fixe charge of 
$10,000,000.00 per annum in excess of the present 


fixed charges, and equivalent to two-thirds of the 
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entire fixed charges upon the Canadian Pacific Railway, 
which stand at $15,910,516.00 per year, including 
rental for leased roads and taxes," 


MR O'DONNELL: Q. Mr. Cooper ,from what you have 


just told the Commission, you ere Satisfied that the figure 


of $100 million on page 8 in Mr. Gordon's statement is 
reasonable as representing the amount which was necessarily 
expended, or, rather, which was expended for necessary 
improvements to the property which did not edd to the 
earning power of the system? 

A. Yes. The evidence is, the Grand Trunk needed over 
$50 million; the Canadian Northern needed $70 million; we 
do not know the requirements of the Grand Trunk Pacific and 
the Canadien Government Railways, but undoubtedly it would 
be a sizeable figure. Sir Joseph Flavelle gave the figure 
as something in between $125 million and $175 million for 
the National System. Therefore it seems to me that $100 
million is reasonable and can be accepted, 

MR O'DONNELL: Now, the next thing to which I 
would like to make reference, my lord, with regard to Mr, 
Gordon's statement this morning, is that which appears on 
Page 9 of the statement under the heeding "Co-ordination 
Costs". The submission, the Statement, states that it is 
estimated that $40 million wos expended for co-ordination 
projects. 

Q. What do you say about thet, Mr. Cooper? 

THE CHAIRMAN: $40 million? 

MR O'DONNELL: $40 million, yes. The statement 
reads: 

"Co-ordination, it is estimated, has required the 

expenditure of $40,000,000 for main-line connections, 

belt lines and terminal rearrangements, notwithstanding 


which, the property falls considerably short of having 
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&@ proper location of main lines in relation to branch 
lines and of terminals in relation to its traffic 
pattern which would have been secured had the property 
been designed and constructed as an entity,” 

Q. What can you say to the figure of $40 million 
which is there mentioned, Mr. Cooper? 

A. That is a figure that Mr. Fairweather will deal 
with. I know thst the railway did spend considerable 
amounts for projects of this nature. Obviously when four 
railway systems are Joined together connections have to be 
made, joint terminals rearranged, motive power and car 
repair facilities made suitable for operations. May I 
direct the attention of the Commission to what is said 
regarding this subject at pages 20 and 21 of the main 
brief. From what is said there, there seems little doubt 
the figure of $40 million is a conservative estimate. 

THE CHAIRMAN: Q. Is whet? 

A. Is 8 conservative estimate; but Mr. Fairweather 
is going to deal with it at greater length. No doubt he 
Will also deal with the figure of $8 million referred to 
in the same section of the submission. 

MR O'DONNELL: That $8 million figuré appears on 
the next page, page £05" my Lord, 
THE CHAIRMAN: Pardon me. You referred to this 
es page 21, if I understood you, 
MR O:1DONNELL: Of the main brief, yes, 20 and 21. 
I think it might be well to put on the record here the 
Short extract to which Mr. Cooper refers. It begins at the 
bottom of page 20, and it reads: 
"To co-ordinate the four seperate and in some 
respects competing railways into one unified system 
necessitated large expenditures, both on capital and 


revenue account. The work comprised the building of 
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connecting lines and cut-offs to permit s more 
economical routing of traffic, and joint use of 
terminals, stations, offices and other facilities. 
Grade reductions were undertaken, terminals were 
enlarged and modernized, some sections of the 
railway were double-tracked, heavier rail laid, 
bridges, trestles and culverts strengthened or 
replaced with permanent work. Much ballasting had 
to be undertaren and a start was made on the use of 
treated ties, Additional rolling stock was ecquired 
and in addition meny units were rebuilt, reinforced 
and improved. Much of the work had been done during 
the period of Government control but much still 
remained to be done. On a railway with 21,850 rood 
or first main track miles in operation, employing well 
over 100,000 people, owning thousands of locomotives, 
freight cars and passenger cars, it is understandable 
that large sums of money were involved." 
THE CHAIRMAN: Now, that explains the $40 million. 
MR O'DONNELL: Yes, my lord. 
THE CHAIRMAN: It goes on to say that there are 
still requirements not yet met. 
MR O'DONNELL: That is right. 
THE CHAIRMAN: Are they estimated anywhere by 
anybody? 
MR O'DONNELL: I do not think that I have am 
estimate as to that, my lord, no. We are describing a 
Situation as it was at the time of amalgamation. 
THE CHAIRMAN: But you go on to say that, not- 
withstanding~-- 
MR O'DONNELL: Much remains to be done. 
THE CHAIRMAN: You are still not properly equipped. 


MR O'DONNELL: Theat is right; and much work re- 
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mained to be done. 

THE WITNESS: Mr, O'Donnell, this is a statement 
which appeared in the 1923 report, and when it said that 
much remained to be done, it meant much remained to be done 
in 1923. 

THE CHAIRMAN: Q. Oh, in 1923? 

A. Yes. 

THE CHAIRMAN: As far back as thet. 

MR O*DONNELL © I notice at: page 21. of. the--- 

THE CHAIRMAN: Well, that changes the question, 

MR O'DONNELL: Yes, my lord, 

Q. I notice that at page 21 of the brief, Mr. Cooper, 
reference is made to the period of Government control; 
would you, just for the convenience of the Commission, 
clarify that period, state what it was? 

THE CHAIRMAN: Then we must take it for granted, 
that there must have been some expenditure made since then. 

MR O'DONNELL: Oh, yes. 

THE CHAIRMAN: Which adds considerably to the 
$40 million. 

MR O'DONNELL: That is right. You will note, my 
lord, that at page 41 of the brief the entire expenditure 
for the period from 1923 right through to 1947 is set out 
in those different columns, 

THE CHAIRMAN: All right; they are to be found 
there. 

MR O'DONNELL: Yes; the first period being 1923 
to 1931, then 1932 to 1947, and then the entire period 1923 
to 1947. 

Q. Just going back to page 21 again, Mr. Cooper, 
would you be good enough just to clarify what the period of 
Government control is that is mentioned there? That is the 


period before the railways were put into the Canadian 
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National System ss such, is it not? 

A. It is the period between the date the duvenanees 
took control of the Canadian Northern, the Grand Trunk 
Pacific and the Grand Trunk, and 1923, 

Q. Now, you have Spoken of the Grand trunk, the 
Canadian Northern, the Grand Trunk Pacific, and likewise 
of the Canadian Government Railways in part, Now, what 
about the Cansdian Government Railways ,with respect to 
which the statement of Mr. Gordon made this morning makes 
reference at page 10 to the $110 million which had been ex- 
pended, which the statement Says had been expended, by the 
Canadian National for additions and betterments to and for 
rolling stock required by that section of the system? The 
Statement also says that prior to the formation of the 
Canadien National System and the entrustment to it of the 
Canadian Government Roilways, capital for these lines was 
provided by the Government free of interest. What has the 
Situation been since amalgamation, and what view have you 
with respect to the change? 

THE CHAIRMAN: The paragraph goes on to describe 
the change, does it not? 

MR O'DONNELL: Yes, in part. 

THE WITNESS: I wish now to file en exhibit which 

Canadian 

Shows the expenditures by Canadian National on the /Government 
Railways since amalgamation in 1923. 

MR O'DONNELL: That exhibit may be produced, I 
take it, my lord, as Exhibit 221. It is entitled "Canadian 
Government Railways". 


-~-EXHIBIT 221: Statement entitled Canadian 
Government Railways". 


THE CHAIRMAN: Just so that we may be clear on 
this, when you talk of Canadian Government Railways, that 
includes the Intercolonial Railway and the extensions of it? 


MR O'DONNELL: The Intercolonial, the National 
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Transcontinental, the Prince Edward Island Railway, and a 
number of other small lines of that kind. 

THE CHAIRMAN: They sre all in eastern Canada? 

MR O'DONNELL: I do not think all are. 

Q. Could you just say, Mr. Cooper? 

A. Most of them are, but the National Transcontinental 
runs right through to Winnipeg. 

THE CHAIRMAN: Q, Yess; you include that? 

hin ees, GLY. 

MR O'DONNELL: Your lordship will remember that a) 
number of them ere listed in the Duff Report and various 
other places. 

THE CHAIRMAN: Yes. 

MR O'DONNELL: Q. Then, Mr. Cooper, will you just 
go ahead and explein Exhibit 221, which shows the capital 
expenditure on the Csnadian Government Railways since en- 
trustment, as I understand it? 

A. The first item shows additions and betterments 
financed by Canadian National Railways in the period 1923 
to 1948, amounting to $28,543,105. The fourth item shows 
the amount of rolling stock provided by Conadian National 
for Canadian Government Railways in this period, amounting 
to $80,749,534. Those two items together make the $110 
million referred to in the President's statement, paragraph 
4, at page 10. 

MR O'DONNELL: That explains the figure of $110 
million, 

THE CHAIRMAN: Where is that figure found? 

MR O'DONNELL: Page 10, my lord, at the bottom, of 
Mr. Gordon's statement this morning. | 

THE CHAIRMAN: I have it here, yes. 

THE WITNESS: We take the position that we should 
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capital account for the Crown-owned railways. Prior to 
1923 the Government railways never paid interest on its 
invested capital. The railways were owned by the Crown, 
they were operated as 8 department of the Government and 
Government practice did not allocate the interest on the 
public debt to the various departments of Government. 

For example, interest ig not charged segainst the Depart- 
ment of National Defence on the cost of Ships in Naval 
Service or the aircraft used by the Air Force or the 

guns and other equipment needed by the Army. No interest 
is charged against Public Works Department on the cost of 
Government -owned buildings, including the one in which we 
are now sitting. The Post Office Department does not pay 
interest on the cost of all the post offices scattered 
throughout the country; and so on. Nor was it the prac- 
tice to charge the Transport Department interest on the 
money invested in the Intercolonial Railway, the National 
Transcontinental Railway, the Quebec Bridge, and things 
of that sort. In 1923 these Government railways were 
entrusted for management and operation to the Canadian 
National. The Canadian National is only an agent of the 
Government for the management of the railway. The owner- 
ship of the railway did not change. Why entrusting the 
management to an agent should make the agent responsible 
for interest which had never been charged when the 
Government itself operated the railway, I have never been 
able to understand. The fact is that for several years 
after entrustment we objected to any interest charge and 
refused to accept such charge even though it was debited 
to us by the Government, What happened, however, is some- 
thing like this, and you will have to take my word for it 
because I do not think the errangement was ever written 


out. Under the Maritime Freight Rates Act, section 6, 
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there is the direction that the accounts for the Eastern 
Lines shall be kept separately from the accounts of the 
Canadian National and that any deficit on the Eastern Lines 
would be voted by Parliament Separately from the vote 
forthe Canadian National itself. In consideration for the 
relief to Canadisn National which this arrangement efforded 
-- that is, in having the deficit of the Eastern Lines 
taken out of the system figures -- Sir Henry Thornton 
agreed to finance future capital expenditures on the 
Canadian Government Reilways. However, because of the 
recommendation in the Duff Report, paragraph 48, pages 
17-18, and because of the views expressed by the members 
of the Parliamentary Committee on Cansdian National 
affairs, the accounts for Eastern Lines were reinstated in 
the Accounts of the Reilway System, but the quid pro quo, 
that is, the interest relief, which the railway enjoyed 
before the separation was made, was not restored, and the 
Canadian National was left responsible for interest on 
capital expenditures on Canadian Government Railways. 

THE CHAIRMAN: Q. When was this section 6 departed 
from? I understood you to say, notwithstanding this, there 
was 9 merger of the accounts again. Is that what you said? 

Rad SwOGs, Cie: 


THE CHAIRMAN: When was that? 


(Page 18503 follows) 
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MR, O'DONNELL: For the convenience of your 
lordship and that of the Commission, I think I Should read 
into the record Section No, 6 of the Maritime Freight Rates 
Act3- 

6,"For accounting purposes, but without 
affecting the management and operation of any 
of the Eastern lines, the revenues anda expenses 
of the Eastern lines, including the reductions 
herein authorized which shall be borne by the 
Eastern lines, shall be kept Separately from 
all other accounts respecting the construction, 
operation or management of the Canadian National 
Railways. 

2. In the event of any deficit occurring 
in any Railway fiscal year in respect of the 
Eastern lines the amount of such deficit shall 
be included in a separate item in the estimgtes 
Submitted to Parliament for or on behalf of 
the Canadian National Railways at the first 
Session of Parliament following the close of 


such fiscal year," 


THE CHAIRMAN: How long was that Section adhered 
to? 

THE WITNESS; The accounts for the Eastern line 
were taken out in July 1927, and were put back in 1932, and 
they were put back, sir, as the result of recommendations 
contained on pages 17 and 18 of the Duff Report. 

MR. O'DONNELL: I think we might record here, 

Mr. Cooper, the paragraph you refer to. 

THE WITNESS: The report says on page 17, paragraph 

48; . 
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"48, In our analysis of the Canadian 
National Railway accounts it has been necessary 
to recast the operating figures since 1927 to 
include the Eastern Lines with the System 
figures, 

The Maritime Freight Rates Act of 1927, 
as applied to the Canadian National Railways 
accounts, results in the exclusion of all 
operations of the company east of Levis from 
the System figures and the production of @ 
separate operating return, 

No good purpose is served by such a divi- 
Sion in the accounts, and a great deal of 
confusion arises through the present method of 
presenting two separate deficits. 

This commission is of the opinion that the 
Maritime Freight Rates Act should be applied 
to the Canadian National Railways in a similar 
manner to that of other railways within the 
territory described in the Act, and that steps 
Should be taken to provide for the inclusion of 
Canadian National Eastern Lines operating 
accounts as part of the System accounts, so that 
the Canadian National Income Deficit shall be 
all-inclusive." 

THE CHAIRMAN: What page is that on? 

MR. O'DONNELL: Pages 17 and 18 of the Duff Report, 

paragraph 48, 
THE CHAIRMAN; The Section was never changed nor 


repealed? 
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MR, O'DONNELL: Q. But the practice now, Mr. 
Cooper, is that the Eastern Lines figures are merged in 
the System figures? 

A. They are merged in our System operating results, 
but in the Parliamentary appropriation there is a separation 
made between the lines comprising the Eastern Lines and the 
remainder of the System, and I would like to express - - 

THE CHAIRMAN; I just want to know shortly, is 
Section 6 now a dead letter, or is it still operative? 

A. It is a dead letter so far as the publication in 
System operating results is concerned, but it is not a 
dead letter in the way the deficit is voted in the Parlia- 
mentary votes, I was going to say, sir, that one of the 
things that I hope will emerge from the deliberations of 
your Commission will be that Section 6 shall be repealed. 

It serves no purpose, it is just a nuisance. 

I calculate these capital expenditures on Canadian 
Government Railways on which Canadian National is now paying 
interest amount to $109,292,637. This amount of approxi- 
mately $110,000,000 is exclusive of lines acquired and 
new lines constructed in Canadian Government Railway 
territory, both of which matters are dealt with under 
Sections 5 and 6 of the Submission. 

| It is our view, it has always been our view, that 
Canadian National should not have been burdened with 
interest on Canadian Government Railways capital expenditures, 
That is to say, the policy of the Government since con- 
federation, should not have been changed merely because 
the railways were entrusted to the Canadian National for 


management. 
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MR, O'DONNELL: Q. And that is what Mr. Gordon's 
Statement refers to when he SayS on page 10 under the sub- 
heading Canadian Government Railways:- 

"During the years of administration by 

Canadian National a change was made and the 
System has since been burdened with interest- 
bearing capital for additions and betterments 
and for rolling stock, which at the present 
time has accumulated to some $110,000,000." 
Asveres, 

THE CHAIRMAN: We are about to adjourn, Before we 
do so, I want to make sure we are not making any mistake in 
regard to this figure you have just quoted, You refer to 
Exhibit 221 and at the foot of Exhibit 221, you said you 
would find there this $110,000,000. 

MR. O'DONNELL; Q. Will you explain how this 
$110,000,000 is made up? 

A. it is the addition of the first figure and the 
fourth figure, 

Q. That $110,000,000 is in round numbers, the first 
figure is $28,543,105 added to $80,749,5342 

THE CHAIRMAN: Yes, I see, 

MR. O'DONNELL: Before we adjourn I would like to 
read from page 20 of the main Brief:- 

Pina ch about $140 millions has been 

expended by the Railway Company for account of 
Canadian Government Railways! property in- 
vestment, and it is estimated this has added 
$4,746,000 to the fixed charges of the System" 
I understand you would like to adjourn now, my lord? 
THE CHAIRMAN: Yes, we will adjourn, 


---At 4.10 p.m, the Commission adjourned to meet again 
at 10.30 a.m. on Monday, March 20, 1950. 


ey) 


° 
- - 
at 5 
> 
a: 2 Sap 
ea = 
. =i 


. 
‘ 
i 


mg 0 
4,8 6 
ers 


re 
Noe ee, Ya 


= 


“y zi 
ee som eg 
= 5 . 


. 4 eis. 
we 

2e, es 

LG oe? = 


$ ee Val. 


ROYAL COMMISSION 
ON 


TRANSPORTATION 


EVIDENCE HEARD ON 


eT 


MAR 20 1950 


VOLUME 


I9 


921239 
7 aes 


Presented to 
The Library 
of the 
iversity of Toronto 


Please make the following changes in the Transcript 


Vol. 


98 


Page 
18463 


18474 


Line 


it 


5 


Correction 


Insert word "four" after 
word "seven" 


Should be $12,000,000 
instead of $17,000,000 


ie 
iP 


wy ‘AL ’ i a) 
ie ) anor a" es 
Pp Py q . 
Sy oy ay 
yeaah! of ai bey 
; WA) A 


a a 


ate et ater meneat 


ay 


paige | Weemat: 


~ ee 


ROYAL COMMISSION ON TRANSPORTATION 
ND PURTALILON 


Monday ,March 20th, 
Index Page ‘119 


Page 
tT. H. COOPER - Recalled, Examination continued 
Dyers Oo Derniyeli: — ..~ 18507 
EXHIBIT No, 222: Statement showing net revenues 
from operations 1929-1939 - 
lines scquired by Canadian 
Nations! Railways - - -- - 18514 
EXHIBIT No,.223; Copy of judgment of the Hon. 
Mr. Justice Jeffrey of Supreme 
Court of Ontario in Lovibond 
v. Grand Trunk et sl, decided 
eer ELGG ei oe ah ee 18527 
EXHIBIT No.223-A: Exhibit 24 in Lovibond v. Granda 
a ope RE lorie ee elk 18527 
EXHIBIT No. 223-B:Exhibit 25 in Lovibond v. 
Ceanenpink cet ap aha «=! on 18527 
EXHIBIT No.223-C: Exhibit 26 in Lovibond v. 
Grande runie 66.03 Lala et oo ke 18527 
EXHIBIT No,223-D: Judgment of Ontario Court of 
Appeal in Lovibond v. Grand 
pier holle M2 rhe 12) ae a re Pes 18532 
EXHIBIT No.224: Annual Report of Department 
of Reilways and Coenols, 
WS Per ill mem em he 18542 
EXHIBIT No.225: Statement entitled 
"Result of Operations, 1918- 
1922" * by years. 
EXHIBIT No.226: Statement entitled "Result 
of Operations, 1918-19202" 
by corporations.- - - - - - 18542 
EXHIBIT No.227: Recommendations for a re- 
vision of the financial 
structure of the Canadien 
National Railways - - - - 18552 
Noor edjournnent — (aie ole m ae ee 18575 
Z. H. COOPER - Recalled. Examination by Mr. 
O'Donnell continued - 18576 
EXHIBIT No.228: Result of Operations, 1923- 
"7 RD arte a area ge 2 VE ee a 18581 
EXHIBIT No.229: Statement entitled "Invest- 
ment in Road and Equipment, 
C.P.R. filed as Exhibit 128 
in the 30 Per cent case - - - 18600 


EXHIBIT No.230: Statement entitled "C.P.R. 
Reconeilistion of Investment 
in Railway Property (Exhibit 
13) with Items shown in pub- 
lished Balance Sheet at Decem- 
ber 31, 1945"- ------- 18600 


yetooe Me rer LS : a 


“Lagoa G fe 


ea a baewd yv BaGiwol nt #S Sle 7 Aer es, OM! ATG T bo 
* sia ema fo ae Angee hohe 


ht +f in Fs , Vr : : ‘ . ¥ 


: se bend Ly Ae ci a bert eee (IBTHXS ~ 3 


spaced ec 
i 
OF Ae 
t 
' Be Bay 
ete ; 
t ae 74 
i Al 1 
é Al 
i + : 
- f 
= i’ - Saint 
es 
AG 3 
My 
ne un 
Vea i 4 
. - s py 
= » e * P 1 .) 
= Aas ’ Pet ee pers! fot Wetet iii: : : 
‘ ur oa A : : * ce Hy tigen Ge sy ie iUSs ~ it VIS TEXS i= - 
feLseeoaly e020 Aozegy. 2. tee ON A/a 
a + Bawedtalh idl 4 ee Ae gay ie es bs (hte +icoe MA tal 
LB whee Sad ah PF baht PL oa c ye } a | 
oo Sout . res ; ea ade abe - 
hh ae ~ ary iL j . - we ian 2) Re ag zs i ’ Bc} i$ Py iy mi, 
: 7 . ; + 
ae ‘ 4 4 oe 


aes AvGRz Me as, Ast Ss i or ee ene Tisch be: deol 


| | ie 
ea 7h : ies ‘ a 
- D i ; ai 5, y ‘ a A Fe va ao eg bet pitt: vn} het $68 fete ' = I Zz 


Men OURS AF ts Rohientai ‘Ebsaacct yA ieee at aa ee) a 


) ae bust 608 Seer ge poedye 
| We nchnet bee Trix Bo hoki) 8.449 4% 
au fh MORE i if tial ah el Ye ee ie eee" aa: ie = nis = 7 


aust’ a | 


, 


EXHIBIT a 231s 


EXHIBIT No.232: 


EXHIBIT No.233: 


EXHIBIT No.234: 


EXHIBIT No.235: 


EXHIBIT No,236: 


EXHIBIT No.237: 


EXHIBIT No.238: 


EXHIBIT No.239: 


EXHIBIT No.2H0: 


EXHIBIT No.24l: 


EXHIBIT No.24e: 


Index Page #120 


Railroad Trensportation -- 
A Statistical Record, 1911 
to 1947, published by Assn. 
of Americen Railroads, Buresu 
of oe Economics, November 


pee oe cena’ 


Publication of Dom.Bureau of 
Statistics entitled "Csnsdiaen 
Pacific Railway Compsny, 

net oe Pe ho aes eee as 


Statement entitled "Changes in 
copitalization under plans of 
reorganization spproved by the 
Commission for railroads in re- 
organization proceedings before 
the Commission as of April 30, 
1948"- ---------- 


Statement entitled "Ratio of 
Net Capitalization to Road snd 
Equipment Investment." - - - - 


Pamphlet - Railrood Finence. 
A report by the Subcommittee on 
Finance, Railroad Committee for 
the Study of Transportation, 
Assn. of American Railroads 


fy aeatin Sn epcets eee! 


Statement - Earnings per mile 
of road operated - ---- = 


Statement - Revenue ton miles 
per mile of road operated - - - 


Statement - Revenue passenger 
miles per mile of road opera- 
ted ---2*+--+-+- 7-7-7 


Statement - Freight revenue 
per ton mile - ------- 


Statement - Revenue per passen- 
ger mile -----+--+--- 


Rotio of fixed charges to gross 
revenue C.N.-C.P. and United 
States class I roads - - - =- 


Statement entitled: "Ratio 
of Fixed Charges to Gross 
Revenues, Five Major United 
States Railroads". - - - - 


THE CHAIRMAN: Statement re procedure for 
pesonee oF Desrings: = 's = - 


Adjournment - - 


Page 


18606 


18608 


18609-A 


18611 


18613 


18615 


18615 


18615 


18615 


18615 


18623 


18632 


18643 
18643 


sy 


ry, 
fi ca | 
1 a te . ste <4 
i My i { wee . 


ell 7 Aa oF 
a oe wr ” y* 
OS i y , 
oes . toe aoe ~ cs . 2 i EN 
ashy sh Lae eer Re aps S274 " 
oe eet ; ‘ ¢ i : 
- im are it 
f ‘ _aaintersn., = 
‘ A 4 t 
Fs lod eee . 
H 
se Nd : 
: : = nn 
4 wae od ye 
: a) a asec us > 
f tL : me 4 5 7 a % 
: a . a." as : 
> a 5 
f “ 
roe 
a Pel oP 
Pa : : 
oe ws ae 
y me : z er a hoa, ‘ 
. r) ie Pe . * 2 * 
' ’ r i 4 F 
a re) el apes 2 + : 
es reer : : 
a p oe 5S Peer 
had te 4 a seas aie nas le 
D = qi 5 . oe on 
ERS? Bap Pes : a a 
: x clases Macon . * 
f i z Pitre Agate a3, 
‘ a ta 2 " i 
= - v ne ae a 
t H 
. an . . ”~ tee nee ” tun - 
OS Bld xe : ye ? 
Z a P fe 
as ee “ey 4 a ; i iv, & 
sh REM, P : ve a a 
5 we - ny aie dé 
ms er see ‘ 3 os x os 
ay dite | se } : 
Rey eats : qs Fic & mal ok 
hicconmmaaigatetemad saaeaotama 
heer) « ‘ OPN? : 
Prd ° "= athe bi 
E ‘ a me, si 
: : ae ae : ; : 
be Td Poa Ne BA ie, . 
A . eyes oe — $5 a ¥ q 
iy 
Sh Ry be oi brs 
picks teh j ere ied ia 
‘ sen = or aby (hat 
an / 
BAT ; it: Stee Bp : 
fon eek ee Ee Po . x) 
¢ . x uff “jon : ‘ IPs 
i : - 4 : a 
—~ L om - ty f 
rs 4 
~ oS AS By eH at) tara 2 = eos pe ba ae 3, wictiqas - A 
coe; . 
e = fees 


ROYAL COMMISSION ON TRANS PORTATION 


OTTAWA, ONTARIO 
MONDAY 
MARCH 20, 1950. 


THE HONOURABLE W.F.A. eUrawenyr ih. 0. , LL,D; - CHAIRMAN 
HAROLD ADAMS INNIS ~ COMMISSIONER 
HENRY FORBES ANGUS - COMMISSIONER 
G.R. Hunter P.L. Belcourt 
Secretary Asst. Secretary 


COUNSEL APPEARING: - 
ater ELEARNING § 


F.M. Covert, K.C. Royal Commission on 

G.C. Desmarais, K.C. Transportation 

H.f. O'Donnell, K.c. 

Beuuerriel, k.C. Canadian National Railways 

N.J. MacMillan 

C.F.H. Carson, K.C. 

eCes. EVANS, KC, Canadian Pacific Railway 

L.D. Sinclair 

C.D. Shepard ) Province of Manitoba 

M.A. MacPherson, K.C. Province of Saskatchewan 

F.C. Cronkite, K.C., 

J.J. Frawley, K.C. ) Province of Alberta 

Pose omic, KO. Province of Nova Scotia; 
Transportation Commission 
of the Maritime Board of 
Trade. 

J. Paul Barry ) Province of New Brunswick 

C.W. Brazier ) Province of British Columbia 

J.0.C. Campbell, K.C. Province of Prince Edward 

Island 


— mm we ee ee me ee 


br | rt * 4 ifn yee ~ ATT 
sieht ‘4g uael ee sat Yvon! a; : 
Ltt 
' ae : 
p} v 
Jette ba 
ike 
cue 
i] 
ay Ci janes 
(sean anus Le 
, 
iY : 
a 
is 
ig is 
; 
r 
irr 
j 
eT 
F 
| 
ia 
t os Ee 
a iit Uh 
vit: “tl { 
‘ co 
. a 
Per, a ae Beare Puehe Arad : 
ere. SP SR 
\ 
4 
{ 
Ps P: 2s PBL erage i 
7 CR aoe & Ee Re \ 
ae 
a oy 
bt E ( : 
3 ; x ee 3 
HAWSGO3 oS to amped 4 4 
‘ ; 
\ . 
; ¥3 e 
i : Fe ora f 
1 pte ined bey 'E 
a 4 
a ty ‘ x ma r % A ‘ 
a * BT 4 ame he = q 
cee 3 ake Sa ae ath) gy Us oh 
eo os sets a eaee : 
5 en ' 
, 
/ 
“ r 
te See eat eed) One ene Foye ¥ 
Wolves wet as patiears f 
xf 
, t oan a) 


wr loD 


u 4 i tis *¢ 


wey PIs 


4. EW la AARUOMOH ST : 


a ea 
eS a: ad sg re ; 
“SLART "ARORA CCIORAR 
2 ee kee ¥y Tey : 
ae oe ‘ Fl) br woe wt a8 a 
an pie . 
Pee =? . ~: 
a arn “% hea 
Pel sy oe are * 
ees Por ohe . 
4 
— 
eee ya Wik) 
o Sy a> Ere = i ches ts 
Pe terse vores: Seams see me om Y 
2% ad Z is % 
ieee & LoVOd Ay WA i 
roy) ee : . ’ ny 2 
eA «OJ BURMESU «Ve 
“as ry wrin of 
sexatetil ig tek } i mn OY | 
et Ee ant OF eos | 
wetogaee! ¢ Oe Me ie We AL 4 
RT * te 
rs Poel ee 4a hte 
ar he a gs} 
4 & i is ke U 
ty * a ‘7 
rd é Care Fs. * 
> ea er 
hte h ‘2 5he I 
k 
. Be iy ve 
ITEQGSNE «Gy © 
nh = . ao ae A. oO 
Pe a bate rp | ’ ft " ay a o 
“" «ta - oe P 
pare <) 5 a OS i MAY ry ~¢ ofe i 
‘ 
a er ee Sen * ’ 
me wath bly ie )L We «Mth & - 
% 5 f+. 5 > Lo 
oy See ee fis Lille «Mig % 
Ll 
“) a 
. ere Test .& 


+439 


a os 
-« J 
7 _ 
’ t= 
va =) 
ri - a°. 
2» ae 
ee ier @ A 


-18507- 


OTTAWA, ONTARIO, 
MONDAY, MARCH 20, 1950, 


MORNING SESSION 
wa a Madchen 


T.H. COOPER RECALLED 

PS a a TE 
EXAMINATION CONTINUED BY MR. O'DONNELL, 
Tn ea a nn neonates aseendensecpesun an oe eee 8 


THE CHAIRMAN; All right, Mr. O'Donnell, 

MR. O'DONNELL; May it please the Commission, 
on Friday we had been reviewing some of the statements 
which are found in the Submission which was made by 
Mr. Gordon in opening the case fop the Canadian National 
Railways. As you will remember, he had said that the 
excessive capital burden upon the Canadian National 
Railways system, according to his computation, was 
$1,533 million. The details of that appear at page 
14 of the statement. I had gone on with Mr. Cooper to 
review certain of the details in that total sum or 
$1,533 million, I think we haa just reached the point 
at which we were discussing the situation as to the 
Canadian government railways, 

THE CHAIRMAN: Would you give me the reference 
to the page? 

MR. O'DONNELL: It will be page 10 of Mr. Gordon's 
statement. We had just reached the point where we were 
dealing with Canadian government railways, and I think 
Mr, Gordon had just told the Commission that during the 
years of administration by the Canadian National a change 
had been made and the System had since been burdened 
with interest bearing capital for additions and 
betterments and for rolling stock,which at the present 
time has accumulated te some $110 million. I was going 
on now to direct Mr. Cooper's attention to the next 
statement in that sub-heading where Mr. Gordon said and 
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"There is a pension fund, closed to new 

members in 1929, which is applicable to the 

Canadian Government Railways. This fund is 

more expensive to support than the general 

pension fund of the Canadian National to the 

extent of an equivalent capital amount of 

$ 25 million." 

Q. I would just ask you, Mr. Cooper, if you would 
be good enough to explain that statement, and why that 
pension fund 18 more expensive to the Canadian National 
than the general pension fund? 

A. The pensions paid under the I.C.R. pension fund 
are more generous than those paid under the main Canadian 
National pension plan. The two plans are different in 
many ways and it is difficult to make a complete comparison, 

Q. Will you speak louder, please? 

A. OS LiweL. uy se Ltomay be indicative if T 
Say that under the Canadian National plan an employee 
who meets the service requirements and who has con- 
tributed five per cent of his wages since January 1, 1935, 
is assured of a pension equal to one per cent for each 
year of service of his annual earnings in the last ten 
years of service; whereas under the I.C.R. plan he would 
contribute one and a half per cent of his wages and 
receive a pension equal to one and a half per cent for 
each year of service of his average annual earnings in 
the last eight years of service, 

The average monthly pension under the Canadian 
National plan, at the end of 1949, is $45.40 whereas 
the average monthly pension being paid to retired Canadian 
Government Railway employees is $84.61. An actuarial 


valuation of the I.C.R. and P.E.I. provident fund has been 
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made which shows that the liability of the funa for 

present and future pensions, to the extent that such 

pensions would be paid at the expense of the Canadian 
National, 1s $59,600,000. It is estimated that the 

actuarial valuation of present and future pensions to 

this same group on a scale of the C.N.R, pension plan, 

to the extent such pensions would be paid at the expense 

of the Canadian National, would be $33,200,000. The difference 
amounts to $26,400,000. To be conservative, the estimate 

in the President's statement was placed at $25,000,000. 

Q. The next matter that the President's statement 
dealt with was the effect of acquisition of unremunerative 
lines in national interest, That is to be found at page 
ll of the statement. It was set out there that the 
adverse effect of such acquisition on the net earnings 
position of the Canadian National Railways, insofar as 
the cost of acquisition is concerned, was $15,855,361; 
and that the cost of rehabilitation had to be added thereto, 
making a total of $18 million in round figures. Would 
you be good enough to explain that situation and verify 
those figures? 

COMMISSIONER INNIS: What is the precise 
meaning of "national interest"? 

MR. O'DONNELL: I take it that those are roads 
which are operated not necessarily as commercial ventures 
and which would have no hope of surviving as commercial 
ventures, but which the government decided should be 
operated notwithstanding the fact that they were a 
losing proposition, 

COMMISSIONER INNIS: "In the national interest" 
means what the government says is in the national interest. 

MR. O'DONNELL: I would assume that that is a 


fair enough way to look at the matter. 
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THE WITNESS; Our records show the cost of 
acquisition was, as stated, $15,855,361; and if you include 
the cost of rehabilitation, the cost was $17,766,799. 
Those figures are shown in Exhibit -- 

Q. They are in the Duff Report, are they not, Mr, 
Cooper? 

BS They are in the Duff Report, and they are also 
shown in our Exhibit 221, which was filed on Friday. 
The costs are quoted in paragraph 60, on page 22 of the 
Duff Report, except that the rehabilitation costs that 
I have just given were compiled a little later than 
those appearing here, 

THE CHAIRMAN: What Exhibit was referred to? 

MR. O'DONNELL: Exhibit 221, my lord, 

THE WITNESS: The figures that I have just 
quoted were compiled a little later than those that 
were set out in the Duff Report. 

COMMISSIONER ANGUS: Q. What were the dates 
of acquisition? 

A. They are around 1929, 

MR. O'DONNELL: The dates are set out in the 
Duff Report, at page 22, paragraph 60. 

THE CHAIRMAN: They were different ones? 

MR. O'DONNELL: They were different dates, 

I might read paragraph 60, as it is a short one. It is 
headed: 

"Acquisition of Branch Lines By Purchase" 
and reads as follows: 

"In 1914, the government acquired the New 

Brunswick and Prince Edward Island Railway. This 

railway was necessary to provide a connection 


for the Prince Edward Island train ferry. 


en 


~265i14. Mr. Cooper 


"In 1916, the Quebec and Saguenay Railway was 

added to the Government Railways. Between 1918 

and 1920 nine other short railways were acquired 

by the Government, making altogether an addition 

of eleven short railways to the Government railways. 
In 1929, a further six short railways in Eastern 
Canada were taken over by the Canadian National 
Railways, The total cost of these railways including 
the amounts spent on betterments and improvements 
amounts to approximately $35 million." 

THE CHAIRMAN: You have not named any of those 
railways. 

MR, O'DONNELL: They are all set out on that 
page of this Report that I am referring to, page 22 under 
the heading "Railways Taken over by The Canadian National 
Railways." Listed there we find the Inverness Railway ; 
the Kent Northern; the Gaspe Lines; the St, John and Quebec 
Railway; the Quebec, Montreal and Southern, and one other, 

THE CHAIRMAN: The only point is as to the 
respective dates, if you had them there, 

THE WITNESS; Those five railways were all taken 
over in 1929, 

MR. O'DONNELL: Q. The cost of those railways 
is set out in Exhibit 221, is it not, Mr. Cooper? 

A. Yes, in Exhibit 221, Then I might refer to 
paragraph 61 on page 23, 

COMMISSIONER ANGUS: Q. Was the rehabilitation 
cost included in the investment figures you gave us 
the other day that amounted to $707 million? 

A. Yes, 
Q. It was included in that? 
A. Yes, The cost of thsse lines, including 


eae ola peers AS OHO mh sie on” at 
Ail aesuiel .amamilel tress ot at ame | 
AaChgny ey Qyqublan gigs Mehto aeehe, 080 a 
Holpuphe qe Hoddegoiie -peluge foomaNe® ret fe 
AAT wy of ayewllean ayons dievake 79 
axotaed ot eyawbtes dqede xe gota @ .@90l at 


~oxmuiten dag 


Aoupddell qadbadad edt ad save edad onawimhanad 
ealpuloat eqeamites aaadd jo .cs00 daded 96 wheel lat 
ajfemoxcsqet das Btaqmiesdod ap sacar adanene at 
* qocblte 26) aLedembaornae of piauoee 
eRogt Ao jae Semed tos omar wok ALANRLARD AER ey 
ay ee | eh aiagpaababent- 
feds oo duo dee ibe ete ee? sR MOGO .AM 


dete SS egeg .o¢ gaiaseter we T tage AROMA, wtelp Ro PRET 
Leomokealt sethanad: gel Xe MONE May ee Heelan” gadpeod os 
saawitel paraneued ais PRE aw piety hostess “PRB wh eal 
oadeuw® Aas cdot, . 36 “end saeada eqns) sit .eedtael poet ans 
AIO. eto as. .cemertuge bare Looniom .oadeu® ott .eehted 

ea oe 8B at tabog MO Cart AREAS ay 
sotends moss Der UOt x2 a 2938p svteomanias 


aohled ike oxew ayewliey ovit esol 4 CARBELW ue 
- ‘ae 09 aut evo 
axewlton eeqdd 20 tees od? .@  sAAGMOG'O Am 

" peagood .2M ton ated £98 dtdkead gt typ toe ef 

gt <e20m, tigi I mod? 18S dkdhdxd mt .e0¥  gAy 

ay ae | ES egeq go 19 diaengeneast 
Sodpedtitdatieas ads 2aW 0 «SOMA ie idae | 

ey PYAR Woy coquaht tacmicoval ent wt dbabelpet te09 


>? 


fille WP od Levavome paula gab seuito ade 

cy ae st 

Sead sav, hagubaet 2am ih, bie 

afiatowd  esale pagale Ae 209 oat, BOX Hi van 


WC 


~18512. Mr, Cooper 


rehabilitation, amounted to $17,766,799; and it is all 
included in that figure of $707 million, 

Q. As to the $100 million that you thought should 
be allowed off that for rehabilitation, did that or did 
it not include these things? 

A. No; it is in addition to those, what we are 
now Speaking of, 

THE CHAIRMAN: Q. Would you clear up one thing 
for me. You say that the rates for transportation service 
had to be reduced. Just tell us about that. 

MR, O'DONNELL: Mr, Fairweather will explain that 
point. I think Mr, Cooper can do so, but Mr, Fairweather 
will explain what is meant by that. 

THE WITNESS; What was the question? 

MR. O'DONNELL: His lordship asked if you would 
explain why the rates had to be reduced upon taking over 
the railways by the Canadian National. 

THE WITNESS: I think Mr. Fairweather could 
explain that better than I could, 

THE CHAIRMAN: All right. 

THE WITNESS: But if I may, I should like to 
refer for a moment to the question that was asked about 
the national interest, 

THE CHAIRMAN: Q. Will you speak a little more 
loudly, Mr. Cooper, Not only must we hear you, but there 
are counsel a scattered all over the room who must be 
able to follow you, 

A. All right, my lord. 

At page 25 of the Duff Report, right at the 

top of the page, the Commission speaking of the taking 


over of these five railways, said: 
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", . .but the Commission believes that it 
would have been better had the government 
assumed this burden directly and thus avoided 
Saddling the railways with capital charges 
and operating expenses resulting from the 
purchase of railways based solely on a public 
policy." 
MR. O'DONNELL: Q. In that same paragraph of 
Mr. Gordon's statement, Mr. Cooper, appears the 
following statement; 
"Incorporation of these lines --" 
That is, these various lines taken over by the Canadian 
National, 
fe 2s An ithe System increased operating expenses 
applicable to each by reason of the obligation 
to pay wages at system levels and to assume 
pension liabilities, while on the other hand, 
rates for transportation service had to be 
reduced, The effect of these changes was 
decidedly adverse to the net income of the 
system and constitutes another example of 
what has been termed negative capital, 
It is appropriate therefore to set up 
negative capital of $12 million which, 
added to the cost of acquisition and of 
rehabilitation totals $30 million." 
Would you please explain that $12 million figur@ to 
the Commission? 
A. I think the figure of $12 million is quite 
conservative. We do not now keep the earnings of 
these railways separately, but we did so for a 


number of years subsequent to their acquisition, 
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We have a record from 1929 to 1939 but we stopped com- 
piling the figures after 1939 because of the war, because 
we had more important things to do. But I have a 
Statement showing that in the eleven-year period the 
gross revenues for these five railways amounted to 
$7,177,710 whereas their Operating expenses were 
$17,171,580, a net revenue deficiency of $9,993,870. 
Those figures are exclusive of rent of equipment, 
et cetera, The figure of $9,993,870 averages 
$908,533 per annum which, capitalized at three per cent, 
exceeds $30 million as compared with the figure of 
$12 million used in the submission. 

Q. That is why you said that in your view 
the $12 million was an understatement? 

A. YOss 

Q. I understand you have an Exhibit which sets 
out the revenue deficiency of $9,993,870 that you 
referred to. I would ask you to be good enough to 
produce that as an Exhibit. 

MR. COVERT: It will be Exhibit 222, 
EXHIBIT NO. 222; Filed by Mr. Statement showing net 
Re ho O'Donnell: revenue from operations 
1929-1939 -- lines 


acquired by Canadian 
National Railways. 
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(Page 18516 follows) 
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Q. Would you be good enough to explain briefly 
Exhibit 222? 

A. There is a summary sheet which shows the five 
railways. 


Q. Just for the --purpose of the record, that Exhibit 


is entitled "Lines Acquired by Canadia National Railways, 
Net Revenue from Railway Operations, 1929-1939." 

A. Yes. 

Q. And consists of six sheets. 

A. Yes, there is a summary sheet on the front which 
Shows the gross revenues which I called out a few minutes 
ago amounting to $7,177,000, the operating expenses of 
$17,171,000, and the net revenue deficiency of $9,993,000. 
That is for the eleven year period, and if you average 
that out it comes to $908,533 per annum, and that of course, 
capitalized at 3%, exceeds $30 million. The supporting 
Sheets are for each of the five different railways. For 
instance, the second sheet showing the Gaspe Railways, 
Shows each year what the revenues were and what the ex- 
penses were and what the net revenue was. 

Q. Inga these supporting sheets the actual date 
of acquisition of each road is set out at the head of the 
sheet? 

a... Yeu. 

Q. That is the Gaspe Lines acquired June 1, 1929; 
Kent Northern Railway, September 1, 1929; Quebec , Montreal 
and Southern, July 16, 1929; Inverness Rail & Coal Co. 
August 8, 1929; St. John & Quebec Railway, September 1, 
1929? 

A. That is right. 

COMMISSIONER INNIS: No explanation of why 
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the national interest suddenly became acute in 1929? 

MR. O'DONNELL: I haven't off-hand any reason 
for that, Dr. Innis. . Apparently the Government determined 
to acquire them at that date. The national interest was 
fixed as of that date, presumably with respect to these 


matters at least. Now, the next item I would like to direct 


Your attention to, Mr. Cooper, on Mr: Gordon's statement, 


appears at page 12, where he made a Statement concerning 
the Newfoundland Railway and Steamship Services. TI quote 
the part that I would direct your attention to:- 
"It is anticipated that the operations 

of the Newfoundland Railway and Steamship 

Services will burden the System income 

account to the extent of $4 million yearly. 

Expressed in terms of negative capital 

this amounts to $134 million." 


Would you be good enough to give your views to the Commission 


concerning that figure? 

A. The figure of $4 million is of course a fore- 
cast. We only took the railway over on April 1, 1949, so 
that we have only nine months figures in our accounts so 
far. For the nine months ended December 31:, ©1949; the 
deficit was $2,681,210. As these figures exclude the worst 
three months of the year and are exclusive of interest on 
the considerable capital expenditures which I understand 
will be necessary, I should think the figure of $4 million 
is reasonable and can be supported. Our 1950 Budget, which 
will be submitted to Parliament this week, anticipates a 
loss on these lines of $4,252,589. 

Q. That is the year 1950? 
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A. Yes, sir. 
Q. And this figure of $4 million which Mr. Gordon's 


statement sets forth is the Prospective annual deficit whichit 


is anticipated may result by reason of the taking over of 
the Newfoundland Railway and Steamship Services by the 
Canadian National? 

A. Yes, it is stated conservatively too. 

Q. Now, the next item of Mr. Gordon's statement 
which I would like to direct your attention to appears at 
the top of page 13, where it is Said, speaking of the 
Temiscouata Railway:- 

"The operation of the Temiscouata Rail- 

way will constitute an additional burden 

on the Canadian National and will adversely 

affect its annual income to the extent of 

$180,000, the equivalent of $6 million in 

terms of negative capital." 

What can you tell the Commission with respect to that? 
THE CHAIRMAN: When did that acquisition take 
place? 
MR. O'DONNELL: 9. On April 1, wasn't it, 
the acquisition of the Temiscousta Railway? 
| A. No, this railway was acquired by the Government 
on December 10, 1949, upon ratification by Parliament of 
the Act, Chapter 39 of the Second Session of 1949. The 
Order-in-Council P.C. 635, dated February 10, 1950, 
Stipulates January 1, 1950 as the date of entrustment to 
Canadian National. Consequently there is nothing in our 
1949 accounts for this railway, and the estimated annual 
deficit or adverse effect on Canadian National net income 


of $180,000, is a figure computed by Mr. Fairweather and 
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no doubt he will explain it. 

Q. Now, going to the next branch of the statement 
of the President, still on page 13, under the heading 
"Effect of Development Lines". 

COMMISSIONER INNIS: What is the origin of 
this phrase "negative capital"? 

A. What is the origin of it? 

Qe p¥ess 

A. I think we would have to credit that to Mr. 
Fairweather. 

Q. It is a term developed by the Canadian Natienal 
Railways, is it? 

AR. Yea, Ataber 

MR. O'DONNELL: It is defined more or less in 
the opening statement, made in the sense in which it is 
being used. 

A. I would describe it as the annual deficit 
expressed as a capital sum. 

Q. It is a convenient way of describing a rather 
cumbersome idea possibly, and it was termed as that? 

A. It is a minus quantity, it is a red ink figure. 

COMMISSIONER ANGUS: Was the Canadian National 
management consulted about the price that the Governmeht 
paid for this negative capital or for parts of it? 

A. Yes, again I think Mr. Fairweather would be the 
witness that should speak to that. 

MR. O'DONNELL: And that is the price at which 
the railways were taken over. 

COMMISSIONER ANGUS: Yes. 

MR. O'DONNELL: I think Mr. Fairweather could 


give you that information, Dr. Angus. Now then, coming, 
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Mr. Cooper to that matter that I referred you to, the 
$85 million which had been expended by the Canadian 
“National with respect to the development of branch lines? 

A. Yes. 

Q. The whole cost of that has been divided by the 
issue of interest-bearing obligations which are a burden 
which is borne by the Canadian National. What have you 
to say as to that? Can you verify that $85 million figure 
from your accounts? 

A. Yes, on page 41. 

THE CHAIRMAN: You don't give us any instance 
of what you consider to be a development of branch lines? 

MR. O'DONNELL: Not in that particular place, 
my lord, but: we will. 

THE CHAIRMAN: You have a list of them, have you? 

MR. O'DONNELL: Q. Have you got - - 

A. Yes, we have a list, we will file it. 

MR. O'DONNELL: Yes, we will have that, my 
Lord. 

THE WITNESS: On page 41 of Exhibit 214, you 
will see the first item shows new lines constructed in the 
period 1923-1947 to be $83,754,321. We spent in the 
period 1923-1947 $83,754,321 in constructing new lines of 
railway. In 1948, we spent $1,414,549 in the construction 
of the Barraute branch line. 

THE CHAIRMAN: What is that? 

A. The Barraute branch, it is a line running north 
of the National Transcontinental Railway, a few miles 
west of Senneterre. It was authorized by Chapter 41 of 
the 1946 Statutes. 

MR. O'DONNELL: The reference to that will be 


found in Exhibit 217, the Annual Report, at page 20, won't it? 
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A. »Wes.s 

THE CHAIRMAN: What is that? 

MR. O'DONNELL: The reference to that will be 
found, I think, at page 20 in the Annual Report for 1948, 
new lines constructed, the first item at the top of the page, 
$1,414,549.18. 

THE WITNESS: If you add the 1948 expenditure 
to the figures given in Table No. 5 at page 41, you arrive 
at the figure of $85 million. 

COMMISSIONER ANGUS: When you say that the 
capital burden is excessive, would not the equity capital 
have been a capital burden in one sense? 

A. I don't think so, Mr. Commissioner. It does not 
impose a fixed charge on us. 

MR. O'DONNELL: You are speaking of the fixed 
charge aspect of the matter? 

COMMISSIONER ANGUS: You have the equity 
capital burden and fixed charges? 

A. The Capital burden meant is capital debt burden. 

MR. O'DONNELL: Interest-bearing debt? 

A. Yes. 
Q. What you are referring to there especially. 

COMMISSIONER ANGUS: I mean, if a private 
railway had built these lines, it would have perhaps ad- 
vanced as to 40% by fixed charges, but it would have 
expected a return on the whole investment? 

MR. O'DONNELL: Sure. 

THE WITNESS: I cannot imagine a private 
railway building 85 miles of branch lines in this period, 
not of the type these branch lines are. 


COMMISSIONER ANGUS: In that case you might 
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claim for the whole $85 neti en 

MR. O'DONNELL: That is why we say we are 
very conservative in claiming for what we have claimed. 
Now, speaking again of that same subject, Mr. Cooper, do 
you think in your view that it is reasonable or is a general 
proposition that 40% of the capital ‘expended in the develop- 
ment of branch lines should take the form of equity capital? 

A. Yes, at least 40%. 

Q. Why? 

A. Well, unquestionably the percentage of new 
financing to be represented by equity capital should be 
greater than 40%. At Table 8 on page 49 of Exhibit eaa 
we show the percentage of capitalization represented by 
equity capital for the United States railways. In 1947 
the percentage was 45.8. That is to say, of the United 
States railways 45.8% of their capital is in the form of 
equity capital. I have a figure for the Canadian Pacific 
Railway that is shown on page 50 of Exhibit 214. 

Q. Top of the page, isn't it? 

A. According to our calculations, for the year 
194% the percentage of Canadian Pacific capital in the 
form of equity capital was 54.8%. 

Q. That is the figure in the Table at the lower 
part of the page under the heading "C.P.R.", and it is- - 

A. The percentage, 2 to 4. | 

Q. Of Item 2 to Item 4, and it is 54.89 

A. Item 2 being equity capital and Item 4 being 
total capital. 

COMMISSIONER ANGUS: Are we comparing like with 
like? I mean, the equity capital of a private railway 


is not something on which it expects to earn no return at alia 
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It is something on which it expects to receive a higher 
return that on its fixed charge capital, 

A. We were just trying to show, Mr. Commissioner, 
that 40% is a very low proportion of total capital which 
should go into its branch line construction. 

MR. O'DONNELL: While we are on this page 
50, my lord and members of the Commission, there is a figure 
that should be corrected in the middle of the page. It 
is the seventh line in the second paragraph. The figure 
55.3% should be changed to - - 

| er sig 

MR. SMITH: Is that a change on page 50 of 
your Brief? 

MR. O'DONNELL: Page 50. 

MR. FRAWLEY: Has 55.3 been changed? 

MR. O'DONNELL: Yes, to 58.1. 

MR. SMITH: That is the second to last figure 
in the last column of page 50? 

MR. O'DONNELL: Yes, it is the same figure. 

THE WITNESS: What happened, we copied the 
wrong figure there, Mr. Smith. We put the figure in, 
55.3, which is immediately above the figure of 58.1, we 
carried the 55.3 into the narrative and we should have 


carried 58.1 into the narrative. 


(Page 18525 follows) 
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MR O'DONNELL: Q. Now, can you tell the Commis- 
Sion how much was Spent on branch lines in connection with 
Canadian Government Railways? 

A. Well, included in that $85 million is $12,910,547, 
which was spent on branch lines which connect with the 
Canadian Government Railways, and according to my conten- 
tion should have been interest-free Capital. 

Q. And the details of that $12,910,547 will be founa 
on Exhibit 2219 

A. Exhibit col, yea. 

Q. Where you set out in detail the branch lines con- 
Structed by Canadian National Railway Compenay for the 
account of Canadian Government Railways which are operated 
8S part of the Canadian Government Railways? 

A. Yes, 

Q. The Lake Verde Reilwey, the Sunny Brae Branch, 
Senneterre -Noranda and Natfional Transcontinental Branch 
Lines, Taschereau to Rouyn snd Noranda lines, with spur 
lines to Waite-Montgomery lines, and go on, and then 
Borate 
Berrate to Kiask Falls, which you referred to earlier? 

we YOR. 

@- The hole making 8 total of $12,910,547? 

Biv. NEB, 

Q. Now, Mr, Cooper,. just by way of summarizing whet 
you said, going through what you have said generally, re- 
ferring to the amount of $80.4 million of obligations of 
insolvent railways which you mentioned, and of the $100 
million expended due to run-down and semi-finished condition 
of properties taken over at amalgamation, and the $40 
million for co-ordinating costs, would you give the Commis- 
Sion such information as you can as to the situation gener- 
ally as it exited in 1923, at the time these things happened? 


A. It is not very easy to carry your mind back nearly 
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thirty years and Speak with precision as to the situation 
then existing. At that time I was 9 general officer of the 
Railway; I was Assistant to the Vice-President of Finance; 
I had taken part in the negotiations leading to the 
acquisition of the Grand Trunk by the Government; I also 
furnished accounting information during the Grand Trunk 
Arbitration proceedings; so that perhaps I have as good a 
knowledge as anyone of the financial effairs of the system 
at that time. There is no shadow of doubt in my mind of 
the fact that the Canadian Nationel System es it was put 
together in 1923 was a collection of bankrupt or insolvent 
railways for which it Was necessary to spend very consid- 
erable smounts to weld them into a unified transcontinenteal 
system and into a physical condition to meet the need of 
the country for dependable rail transport. As to whether 
the railways were insolvent or not, I would like to deal 
with the railways Separately. Mr. Fairweather and I were 
Witnesses in the action brought by Lovibond against the 
Grand Trunk and Canadian National Railway Companies before 
The Honourable Mr. Justice Jeffrey in the Supreme Court of 
Ontario, decided in September 1938, 

MR O'DONNELL: Mr, Cooper, before you go further 
on thet subject, would you be good enough to produce as 
Exhibit 223 3 copy of the judgment to which you have just 
referred of Mr. Justice Jeffrey in the action decided on 
September 24, 1938. In that connection would you be good 
enough also to produce the three exhibits which were filed 
in that action as Exhibits 24, 25 and 26, Exhibit 24 in 
that case will be Exhibit 223-A, Exhibit 25 in that case 
Will be Exhibit 223-B, and Exhibit 26 in that case will be 


Exhibit 223-c., 
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==-EXHIBIT 203: Copy of judgment of The Hon. Mr, 
Justice Jeffrey of Supreme Court 
of Ontario in Lovibond v. Grand 
Trunk et al, decided Sept.24,1938. 


---EXHIBIT 223-A: Exhibit 24 in Lovibond v. Grand 
Prune et st. 


-~--EXHIBIT 223-B: Exhibit 25 in Lovibond v. Grand 
Trunk et al, 


---EXHIBIT 223-C: Exhibit 26 in Lovibond v. Grand 
Trunk et al, 


MR O'DONNELL: Q. Now, Mr, Cooper, will you go 
on to make such comment as you wish concerning the 
judgment of Mr. Justice Jeffrey? I understand that that 
relates particularly to the Situation in so far as it 
concerned the Grand Trunk as at the date of which we have 
been speaking? 

-e Yes. I gave evidence regarding the financial 
Situation confronting the Grand Trunk and Grand Trunk 
Pacific at the time of the Grand Trunk's acquisition by 
the Government. I prepared three exhibits which were 
marked 24, 25 and 26 and which were offered in evidence, 
Exhibit No.24 showed that during the period 1916 to 1922 
the deficit of the Grend Trunk before dividends on the 
preferred and common stocks was $65 , 735, 333. 

Q. And that is the figure, is it not, which appears 
on the first page of Exhibit 223-A? 

As Yes, 

Q. Which has just been filed. A series of red figures 
at the bottom of the page, the total figure in red being 
$65 , 735,333. 

COMMISSIONER INNIS: Q. This hes nothing to do 
with the Grand Trunk Pacific? 

Ae No, sir. It also showed that at December 31, 1919, 
the company was facing heavy maturing obligations of which 
$60 million fell due in 1920 and $31 million in 1921. In 


addition there was the need to provide the funds for capital 
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expenditures, which in 1920 were $3,994,345 ona in 1921 
$24,765,040, In 1922 the capital expenditures were 
$3,167,549, 

MR O'DONNELL: Q. Those details likewise eppeer 
on the first page of Exhibit 223-A? 

A. Yes, 

COMMISSIONER INNIS: Q. Wheat was the situation 
before 1916? A series of Surpluses or--- 

ie OL course, they never paid any dividends on their 
common stock, They were paying a dividend on the guaranteed 
stock, and I think they paid a dividend on the first pre- 
ference stock fairly consistently for about twenty years 
prior to World War No.l. 

Q. So that the war was really responsible for this 
change from a reasonable position to an unreasonable one? 

A. Well, it was the combination of the War, sir, 
plus their commitments on the Grand Trunk Pacifie,. 

Q. That is whet I Wes wondering, how far the commit- 
ments on the Grand Trunk P-cific were an element in this? 

A. Well, that is analyzed in the exhibit, Mr. Commis- 
Sioner. 

MR O'DONNELL:Q. These exhibits five all the 
Supporting statements and date concerning the actual situation 
of the company at the time as referred to by you in your 
evidence? 

A. Yes. Exhibit 24 slso showed that the company's 
assets from which it could realize cash to meet its financial 
requirements were negligible. Exhibit No.25 showed the 
position of the Grand Trunk Pacific Railway System. 

Q. That is Exhibit No, 223-B in the present record? 

A. Yes. 

Q. And that showed the Grand Trunk Pacific Railway 


System situation. 
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A. Exhibits A and B in that Exhibit No.25 showed 
that the profit sana loss result for the seven years ending 
1922 was 3 loss of $83,951,049, 

Q. That is on the second Sheet, the bottom of the 
second sheet, is it not, of Exhibit 223-B? 

A. Yes, 

Q. The last figure on the lower right-hand column. 

‘.« The Honourable Judge in his Judgment declared--- 

Q. You are now referring to page 6 of Exhibit 223, 
at the bottom of the page? 

A. I was referring to page 9, Mr. O'Donnell, first. 

Q. Well, take page 9 first. 

A. He said: 

"I have come to the conclusion, having regard to 
all the evidence and particulerly Exhibits 24, 25 and 

26, thet the Company was insolvent, that it was on 

the verge of bankruptcy and that so far as the junior 

Shares are concerned - - - they were wonenees a," 

He further stated -- and this is teken from 
page 6--- 

Q. Of the same exhibit. 

A. "I accept without any reservation the statements 

made by the officers of the Canadian National Railways, 

Messrs. Fairweather and Cooper, and their evidence, 

and the facts disclosed in Exhibits 24, and 26 det tarien 

me that the Company at that time was hopelessly 
insolvent." 

Q. I might just round off that quotation by adding 
the next sentence: 

_'It was stated,The Grand Trunk were in no condition 

to borrow further money; they were under heavy obliga- 

tlonsto the Government end were hopelessly insolvent, 


and I find this to be the fact, !" 
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And at page 6, just two sentences before where 
Mr. Cooper began reading, we might add these words of the 
fearned judge: 

"I have considered the issue,and have come to the 

conclusion that this action must fail. 

There is no doubt in my mind that the Grand Trunk 

Railway Company of Canada was in an insolvent condition 

and had been so for some years previous to the arbitra- 

tion." 

Q. Now, there was an appeal -~- is there anything else 
you would like to say about those exhibits, Mr. Cooper? 

A. I could say that that Judgment was appealed to the 
Ontario Court of Appeal and the appeal was dismissed. 

Q. But as to the exhibits themselves, is there any- 
thing else you would like to direct the Commission's atten- 
tion to? 

Ay “I-do'not’ think'so0,y 

Q. Or do they pretty well set out the details, which 
can be read by the accountants and others who are interested 
in looking at them? 

A. Yes, 

Q. You say there was an appeal from that judgment. 

I would ask you therefore to be good enough to produce as 
Exhibit 223-D a copy of the judgment of the Court of 
Appeal, rendered on the 24th of March, 1939, in the same 
case of Lovibond v. Grand Trunk Reilway Company of Canada 
and Canadian National Railway Company. For the purpose of 
the record, at this point I might just read an extract 
from that judgment, my lord, which I think would be of 
assistance to the Commission. The extract to which I refer 
begins at page 15: 

" The financial position of the company is to be 


judged from the evidence of Mr. Cooper, the comptroller 
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of the Consdian National Railway Company. The result 
of this examinstion disclosed as follows: During the 
period of 1916 to 1922 the deficit before declaring 
dividends on the preferred and common stocks was 
upwards of $65,000,000, At December 31st, 1919, the 
company was facing heavy maturing obligations of which 
there was need to provide funds to meet Capital expend- 
itures; these in 1920 were sbout $4,000,000 and 1921 
$25,000,000; 1922 $3,000,000, The Company's assets 
from which it could realize cash to meet its financiosl 
requirements were negligible. See Evidence Deis 33e 
Mr. Cooper prepared Exhibit 24 showing the financial 
position of the Company, and exhibited further state- 
ments Exhibit 25; these +disclosed the fact that 
within the period of 1916 to 1922 the loss of the 
Grand Trunk Pacific amounted to $84,000,000. His con- 
Clusion was that the position of the Grand Trunk was 
one of insolvency, and that without government 
assistance the Company could have been forced into 
receivership. See Evidence p. 341, 

The serious situation was also disclosed by Mr. 
Chamberlain, President of the Grand Trunk. See Evidence 
pp. 656-659. . 

I would also refer to the letter from Sir Alfred 
Smithers, Chairman of the Board of Grand Trunk to Sir 
Robert Borden in which he states: 'We are now at the 
end of our tether with regard to Grand Trunk Pacific 
financing. '! 

Mr .Fairweather, the Director of the Bureau of 
Economics of the Canadisn National Railway, deposes 
that it was quite evident to him that by 1920 if the 
government did not intervene bankruptcy was inevitable. 


The Grand Trunk had reached its end; its reserves 
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depleted; its credit was exhausted; it was facing 
heavy maturities of securities, and large expend- 
itures were required for deferred meintenance if the 
property was to be kept in a condition to handle 
traffic. See Evidence pp. 382-388. 

The government had sdvanced $84,000,000 snd had 
guaranteed $50,000,000 for new Grand Trunk security 
issues; in addition there was due to the government 
almost $16,000,000 made up of unpaid interest and 
cash advances. See Evidence p. 387. 

On the whole case, we ere of opinion that the 
action was rightly dismissed," 

---EXHIBIT 223-D: Judgment of Ontario Court of 

Appeal in Lovibond v. Grand 
Trunk et al. 

MR O'DONNELL: Q. So much, then, Mr. Cooper, for 
the situation in so fer as the Grand Trunk was concerned. 
You said you wanted to discuss the various rosds individ- 
ually. Now, would you please tell the Commissioners what 
you have to say concerning the situation in so far 3s the 
Canadien Northern was concerned? 

A. I would wish to quote from the Drayton-Acworth 
Report at page XLI: 

"We think that $40 Millions for equipment end 
perhaps $30 millions for additions and betterments 
would be a moderate estimate of the System's needs in 
the next 5 years sssuming that the Canadian Northern 
remains separate and independent. We sum up the 
Canadian Northern situation es follows: The Company 
is not at present able, and will not for some yeers to 
come be able, to meet its fixed charges. It will, we 
doubt not, increase its net earnings as the years go 


by. But the increased net earnings will be fully 
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absorbed for some years to come by the interest on 
new capital, which must be put in if the System is to 
render efficient service. The Company has not now, 
and as far as we can see will not have in the near 
future, such credit as to enable it to raise the 
necessary capital. As we have already shown, the 
public investment, direct and indirect, in the 
Canadian Northern System amounts to $298,000,000, 
We do not recommend further public investment in the 
system, as at present constituted," 
Q. Now, so much then for the situation concerning 
the Canadian Northern. Now will you tell the Commission 
what the position was with respect to the Canadian 


Government Railways? 


(Page 18534 follows) 
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hy Of course, because they were owned and financed 
by the state, there could be no question of bankruptcy 
or insolvency. Nevertheless, their earnings were not 
sufficient to pay their operating expenses, There is a 
Statement at page 135 of the Annual Report of the 
Department of Railways and Canals for the fiscal year 
ended March 31, 1923. Do you wish me to read that? 

/ioula you just give the Commission that reference or 
the extract you refer to? Unfortunately, we have 
available only one copy of this document. For that 
reason, we might put this on the record, 

A. This statement shows that in the preceding 
seven fiscal years -- that is, the seven years prior 
to March 3f, 1923 -- the expenses of operation exceeded 
revenues by substantial amounts: for the fiscal year 
ended March 31, 1917, $1,185,813; for the fiscal year 
ended March 31, 1918, $6,159,503; for the next fiscal 
year, $5,875,900; for the next fiscal year, $6,792,648; 
for the next fiscal year, $6,956,621; for the next 
fiscal year, $6,326,800; and for the fiscal ended 
March 31, 1923, $5,695,669. In those seven years 
preceding March 31, 1923, there was a loss of $38,992,954, 
exclusive of interest, The statement also gives the 
result for the entire period from confederation, 

Q. That is, that same report that you have been 
reading from? 

A. Yes, 

Q. The Annual Report of the Department of 
Railways and Canals for the fiscal year ended March 31, 
1923? 

A. Yes. The results from confederation to March 


31, 1923: the revenue received was $391,866,392; the expenses 
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were $442,191,685, a deficit exclusive of interest of 
$50,325,293. I think it is quite clear that the Canadian 
Government Railways did not adda to the earning power of 
the newly created system, 

Q. That is, the Canadian National as created in 
1923? 

A. Yes, 

Q. Having reviewed the situation with regard to 
the individual roads which were taken into the Canadian 
National system at amalgamation, are there any other 
remarks of a general nature that you might make to the 
Commission at this time concerning that whole situation. 

A. I have already referred to the large 
expenditures needed to put the railway into shape for 
Safe operation. It is not to be wondered at that large 
expenditures were needed to catch up deferred maintenance, 
to make needed improvements ana to co-ordinate the 
Separate railways into one system. After all, there had 
been a war that extended over four years; and from our 
experience in World War II, we know how impossible it is 
to escape deferred maintenance, delayed improvements 
and shortageSof equipment. The fact is that, under the 

simply 
war conditions,men and materials/are not available. On 
top of the fact that they were emerging from war conditions 
was the even greater difficulty that these railways had 
no money. As stated in Exhibit 214, at page 16, these 
railways had broken down and had been kept going only 
by hand-outs from the national exchequer. They had no 
reserve either for deferred maintenance or for 
depreciation and obsolescence. Perhaps the situation 
cannot be better described than was done by John Walker 


Barriger in an address which he delivered to the American 
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Branch of the Newcomen Society of England on November 
Oly LOAN, 

Q. Who was Mr, Barriger? 

A. Mr, Barriger is the President of the Chicago, 
Indianapolis and Louisville Railway. I quote: 

"In the United States, the financial excesses 
of early railroad development were liquidated through 
foreclosure in re-organization, but in Canada, the 
National fell heir to the sum total of all the 
corporate and financial mistakes of its predecessor 
companies, These burdens were compounded by an 
obligation to pay interest on the government 
advances that were made to cover all past deficits, 
This requirement produced constantly mounting 
additions of interest bearing debt for which there 
was no off-setting income-producing assets, Sir 
Henry made his ultimate downfall inevitable when 
he neglected to require, as a condition precedent 
to acceptance of the Presidency of the Canadian 
National in 1922, that its accounts be restated 
to a capitalization commensurate only with the 
fair valulation of its property and that adequate 
reserves be established to reflect its serious 
accumulation of depreciation and obsolescence," 

Q. Do you agree with that statement of Mr, 
Barriger's, Mr, Cooper? 

A. Yes, I think events have proven it to be 
correct. I hope they will not make the same mistake 
again. 

Q. Do you think the situation should be cleared 
up at this time? 

A. Yes, I do. I think the situation should be 


Cleared up and I think it should be cleared up now. 
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Q. So much for the various statements and items 
in Mr. Gordon's submission to the Commissioners on 
Friday last, I am now going to ask you to go over 
certain parts of the main brief which has been produced 
as Exhibit 214, First, Mr, Cooper, I would ask you 
if -- 

THE CHAIRMAN: What page did you say, Mr. 
O'Donnell? 

MR. O'DONNELL: I will start at pages 7, 8, 
9 and 10, and I have just one short question there. 

Q. First, let me ask you, Mr, Cooper, to state 
that the statistics and figures set out on pages 7, 8, 
9 and 10 are correct, 

A. They are, 

Q. I would draw the attention of the Commission 
to the last sentence on page l2 of the submission 
where it is stated that: 

"A proper comprehension of the reasons 

for the disappointing financial results, 

as distinguished from the actual efficiency 

with which operations are conducted, requires 

an understanding of the factual background 

of the Canadian National Railways system," 

I understand that you had considerable to do with 

the preparation of the historical and statistical 

data included in this Exhibit 214 and also with the 
comparisons of the Canadian National's fixed charges 
with those of other major railroads. Is that correct? 

A. Len. 


Q. Will you please look at page 13 


and following pages of the brief, where you set out 


the various steps taken, out of which there emerged 
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the Canadian National Railways as it has existed since 
January 1, 1923. I have no questions to ask you, but 
are there any comments that you wish to make with 
respect to what is stated on pages 13, 14, 15 and part 
of page 16 concerning that statistical and historical 
data? 

bi, This section gives a brief Synoptical history 
of how the four railway systems were combined to form 
the Canadian National system. There was the Grand 
Trunk Company of Canada together with its chain of 
Subsidiaries; the Canadian Northern Railway Company 
which also had a large number of subsidiary companies; 

which likewise 
and the Grand Trunk Pacific Railway Company/had 
a number of subsidiaries, 
Then there were the Canadian Government Railways, 
It is not a corporation. Title to its property is 
in the name of the Crown and for the most part of its 
existence it was operated as a department of government, 
The principal railways in the Crown-owned system are: 
the Intercolonial Railway, the National Transcontinental 
Railway and the Prince Edward Island Railway. There is 
a list of them at page 134 of the Report of the Department 
of Railways and Canals, Exhibit 224. The list includes 
the Hudson's Bay Railway. 
THE CHAIRMAN: What about the Hudson's Bay 
Railway? 

A. I said it was included in the list I have 
just referred to in the Report of the Department of 
Railways and Canals, The Hudson's Bay Railway was 
one of the railways which was entrusted to the Canadian 
National, in 1923, but it was taken out 


again in 1926 and it is not now considered part of the 
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Canadian National Railways system, 

Q. We have heard much about that railway. Do you 
refer to its elsewhere? Is anybody interested in telling 
us about it? 

ae If anyone is concerned, I think it would have 
t be someone from the Department of Transport. The 
railway is operated under the Department of Transport 
of the Government. 

Q. Is that the only railway in Canada which is 
now operated in that manner? 

A. (Gli 1's. 

THE CHAIRMAN: All right. 

THE WITNESS: I thought it would be a good 
thing to have in some authoratative record, such as no 
doubt will be the report of this present Royal Commission, 
a brief record of this sort. Perhaps I may say here 
that I have had the same thought with respect to the 
accounts of the system. I am sure it is difficult for 
anyone reading our Annual Reports to compile readily 
a clear and concise statement of operating results, 

Many things have happened since 192% which make the 
compilation of such a statement difficult. The Hudson’ s 
Bay Railway, for example, was in the system but was 
taken out later. The eastern lines were taken out of 
the system as a result of the Maritime Freight Rates 
Act. They were excluded from July 1, 1927, but were 

put back again as part of the system from January l, 
1932. The revisions authorized by the Capital Revision 
Act of 1937 have added their complications, The re- 
Usions then made had retroactive effect, so much so 


that all the published accounts prior to 1937 need to 
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be revised if there is to be a consistent presentation 
of results conforming to the policy as directed by 


Parliament pursuant to that Act. 
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There have also been a lot of accounting adjustments of 

one kind or another. They are bookkeeping entries which 
did not as a rule represent cash transactions. In arriving 
at the annual cash settlements between the Railway and the 
Government these bookkeeping entries had to be excluded. It 
seemed to me therefore that it was highly desirable to have 
an accounting record which might be accepted as the official 
record of the accounts of the System since 1923. 

Q. And you have acted accordingly and have considered 
it well to have these accounting figures included in the 
submission to the present Commission in a somewhat similar 
manner to what was done in the 1932 Report of the Duff 
Commission? 

A. Yes, naturally a report of a Royal Commission 
will always be treated with respect. 

THE CHAIRMAN: Are you sure of that? 
MR. O'DONNELL: Can you guarantee that, Mr. 
Cooper? 

A. Well, I would always look back to the Drayton 
Report and the Duff Report. We may not agree with all the 
conclusions, but I think they had their facts right. 

Q. And on that basis you have prepared these 
tables that you refer to? 

A. Yes, I felt sure the members of the Commission 
and those who are assisting them will be materially assisted 
by the simplification and consistency with which our results 
are set out in this Submission. 

Some years ago the Dominion Bureau of Statistics 
decided to publish a record of the accounting affairs of 
the Canadian National Railways. They ran into some of the 


difficulties to which I have referred, but statements were 
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finally agreed to by the Bureau and ourselves and they 
appear in pamphlet form such as this one Exhibit 531 which 
has already been filed, I think, under No. 218. 

Q. The pamphlet that you refer to is that produced 
here as Exhibit 2189 

A. Yes, it was produced on Friday. The net income 
results as shown in Column P on page 7 of this pamphlet 
agree with the net income results as included in this Main 
Submission. I am referring to Tables 1, 2, 3, 4 and 10 of 
our present Exhibit 214, 

Q. And this column P on page 7 of Exhibit 218 has 
the other computations that you refer to? 

A. Yes, what I am saying there is that the figures 
given in this statement are in agreement with the figures 
published by the Dominion Bureau of Statistics. 

9. Now, Mr. Cooper, what have you to say about the 
net income results for the five years preceding amalgamation, 
that is, from 1918 to 1922, which are shown on page 17 of 
Exhibit 2149 

hs They do not appear - - 

Q. Are they in the D.B.S. pamphlet that you refer 
to? 

A. No, they have been taken from the corporate 
records of the various corporations, and I have two state- 
ments here which I will file as exhibits. Exhibit 22h - - 

Q. Just at this point I think we might clear the 
record. Mr. Cooper mentions 224. That was the report 
which I think he was merely quoting from, inasmuch as he 
referred to it py No. 224, I think we should have it 
produced as such. It is the Report of the Department of 
Railways and Canals for the year 1923; it is the Annual 
Report of the Department of Railways and Canals for the 
fiscal year from April 1, 1922 to March 31, 1923. 
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FeHAMIBIT: 224+... filed by 


Annual Report of 
Mr. O'Donnell 


Department of Rail- 
ways and Canals, 
1922-1923. 


ee 88 se ee 


This Exhibit 225 will be the Statement that Mr. 
Cooper mentioned, which is entitled "Result of Operations, 
1918-1922", and I understand, Mr. Cooper, that that state- 
ment has been filed on an annual basis, that is, the results 
of each of these railways by years through the years 1918- 
i922 inclusive. 


A. And that is how they are shown on Exhibit 225. 


.. EXHIBIT 225...filed by : Statement entitled 
Mr. O'Donnell : "Result of Operations, 
: 1918-1922" by years. 


Q. Now, would you just explain Exhibit 225 briefly to 
the Commission? 

A. Exhibit 225 shows the results by each of the 
five years. 

Q. And 226 will be another exhibit for the same 
period entitled "Result of Operations, 1918-1922" and that 
is showing the result of each of these companies by cor- 


porations, so to speak? 


Beg NES 


Statement entitled 
"Result of Operations, 
1918-1922" hy cor- 
porations. 


pesBaHiort 226...filed by 
Mr. O'Donnell 
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THE WITNESS: The five year loss for the 


Grand Trunk is shown to be $34,971,134. 
MR. O'DONNELL: Q. What Exhibit is that on? 
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A. That is on Exhibit 226, seventh column. 

Q. It is the column entitled "Balance after 
Interest due Public"? 

A. Yes. 

Q. $34,971,134, yes? 

A. The loss for the Canadian Northern is shown to 
have been $100,992,576 ; for the Canadian Government 
Railways, $31,630,668; and for the Grand Trunk Pacific, 
$45,304,170. The statement shows a figure of $50,652, 322, 
bht from that - - 

Q. That is at the bottom of that column entitled 
"Balance after Interest Due"? 

A. Yes, but the statement shows a figure of 
$50,652,322, from which should be deducted $5,348,152 
shown at the foot of that column, making a loss for the 
Grand Trunk Pacific of $45,304,170. These losses are all 
exclusive of interest on Government loans. 

Q. No interest for Government loans included in 
those losses? 

A. No. 

9. And what about the profit and loss figures 
which are shown on the statements? Are they included? 

A. No, those were also excluded. 

Q. Now, is there anything else with respect to 
the statements to which you particularly wish to direct 
attention? 

A. No, I don't think so. 

Q. You say that interest on Government loans 
has been omitted from your computation of the losses 


that you have just recited. Why is that? 
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A. It is omitted in the interest of simplification. 
With respect to interest on loans for deficits we always 
took the position that they were not additional capital, 
they did not produce assets capable of earning a return and 
an interest charge could not be justified. "These views were 
Subsequently adopted and made effective through the Capital 
Revision Act. We had no particular objection to being 
charged with interest on loans for capital purposes; however, 
the fact remains that by the Capital Revision Act of 1937 
all interest was cancelled, loans for deficits were cancelled 
and loans for capital were converted into equity capital. 

By leaving interest on Government loans out of the 
results shown in the Main Submission we have merely presented 
the position on the basis which the Capital Revision Act 
authorized. 

Q. Now,what would have been the net income result 
in the 5-year period 1918-1922 if interest on Government 
loans had been included? 

A. The deficit for the period would have been 
increased by $72,799,281. 

Q. That is the total deficit for those roads that you 
listed on this Exhibit 225. Is there anything else you 
would like to add as showing the earning position of these 
four railway systems just prior to amalgamation? 

A. The only other thing that might be mentioned is 
that the balance sheets of the four railways at December 31, 
1922, show their profit and loss debit balances to be as 
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Canadian Government Railway $ 12,022,469 


Grand Trunk Railway 25,945,844 - 
Grand Trunk Pacific Railways 76,636,809 
Canadian Northern Railway 120, 346,777 


and the total deficit for the four railways at December 31, 
1922, was $234,951,901. 

Q. Now, can you give the Commissioners any reason 
why in your view nothing appears to have been done to give 
the then newly organized System a reasonable capital struc- 
ture with that heavy debt position and those tremendous 
deficits? Doesn't it seem obvious that something should 
have been done at that time in your view? 

A. I can readily agree it seems obvious to us now 
that something should have been done then. There seems to 
have been general acceptance of the contention that the 
debts of the Railway were far in excess of its ability to 
carry. I think one of the reasons why Government loans 
for deficits and interest charges were permitted to pile up 
to fantastic figures had to do with the conditions which 
obtained between the time Government assistance was first 
needed and the dates final control passed to the Government.’ 

During this period the Canadian Northern, Grand Trunk 
Pacific, and Grand Trunk were under private ownership; the 
Government was not then the shareholder and the Government 
required that its loans should have priority before the 
share capital. 

There were certain securities which were entitled 
to interest payments if net earnings were available and 
the assessment of interest charges on Government loans had 


the effect of deferring interest on such securities. I am 
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thinking of the Canadian Northern 5% Income Charge Deben- 
ture Stock and of the Grand Trunk Pacific 4% Debenture 

Stock, conditionally guaranteed (if net earnings were 
available) by the Grand Trunk Railway Co. of Canada. The 
Government loans and the interest thereon were also factors 
to be given weight in assessing the value of the Canad ian 
Northern and Grand Trunk capital stocks, the value of which 
was a matter for arbitration. Out of these conditions there 
grew up the practice of treating all the Government advances - 
as capital L6arig /ihe legislation authorizing the loans called 
for interest at a rate named or to be determined by the 
Governor-in-Council. The situation was completely altered 
however when private control disappeared, but apparently 

it needed legislation before the previous practice could 

be changed. 

I think the Drayton— Agworth Commission were of the 
opinion that while the three railway companies were insolvent 
the circumstances were unusual. The companies had broken 
down and the Commission saw no way to organize new companies 
to take their place. They also considered that for 
reasons of national credit Canada should assume responsibility 


for the interest on the securities of the companies held by 


the public. That was in 1917. 
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---Upon resuming. 


MR. O'DONNELL: Q. Mr. Cooper, at the adjourn- 


ment you were referring to the Drayton-Acworth Commission, 
and the opinion of the Commissioners that while the three 
railways they were dealing with were insolvent, the 
circumstances were unusual, and the companies had broken 
down, and the Commission found no way to organize new 
companies to take their place. That was in 1917. Now, 
would you, for the convenience of the Commission, place 
on the record the particular extracts from the Drayton- 
Acworth report to which you had reference? 
A. Quoting from page xlvi. 
Q. That is in Roman numerals? 
A. Yes; and I quotes 
"Starting then from this position, we have to 
consider what alternative course is to be adopted." 
Q. That is under the heading of "Receivership 
Discussed and Rejected"? 
Ka! YXOS:. 
"It is clear that neither the Canadian Northern 
nor the Grand Trunk can at the present moment meet 
ate Jzablilitics. In the United States when a 
company is in this position it is placed in the 
hands of a receiver. And at this moment upwards of 
40,000 miles of line are in that situation." 
Q@. Yes? 
A. And then at page 1i, still in Roman numerals, 
I quote, speaking of the Canadian Northern and the Grand 
Trunk and the Grand Trunk Pacific: 
"These companies have broken down. We see no 
way to organize new companies to take their place. 
Their only possible successor is in our view a public 


authority. We are confronted with a condition and 
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not a theory." 

And then again on page xlvii, still in Roman 

numerals, I quote: 

"But if two companies went into the hands of 
receivers, we cannot doubt that investors outside 
Canada would believe, however erroneously, that the 
Dominion Government had treated them badly, and that 
the result would be serious injury to the credit of 
the Canadian Government and indeed of all Canadian 
enterprises. And this result is one that, putting 
it on pecuniary grounds alone, the Canadian people 
Should in their own interest spend a good deal of 
money to avoid. We therefore consider that Canada 
Should assume the responsibility of seeing that the 
interest on these securities is met." 

Those were the quotations which I had in mind. 

And then, on page lxxxvii, recommendation 

No. 28 reads: 

“28. We recommend that the Government assume 
responsibility to the Dominion Railway Company for 
the interest on the existing securities of the 
transferred companies." 

Q. Those are the extracts then which you had 
particularly in mind when referring to the Drayton- 
Acworth report? 

A. Yes. 

Q. Now, the whole matter of the capital structure 


of the Canadian National was referred to by other bodies 
and persons through the years. Have you any comments 
you would like to make in connection with this subject? 
A. On August 12, 1921, Sir Joseph Flavelle, who 
was the Chairman of the Board of the Grand Trunk, addressed 


a letter to the Right Hon. Arthur Meighen, Prime Minister 
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of Canada. 

Q. That is the letter a copy of which was produced 
the other day as Exhibit 220? You are referring to that 
letter? 

PR HY esR 

Q. And particularly to what? 

A. I am referring to pages 15 and 16 in this letter. 

Sir Joseph Flavelle recommended a method of 
dealing with the situation something like this: that the 
Government take common shares at par value in payment of 
its existing advances to the various Systems. These at 
the end of 1920 amounted to $353 millions. That future 
capital expenditures should be financed by Government 
advances from year to year and capitalized by the issue 
to the Government of preference stock taken at par. 

That future annual deficits should be financed 
by the Government against which there should be an issue 
to the Government of common stock taken at par. 

He also said that the cost of the Canadian 
Government railways should be written off at once. 

Q. And the cost of constructing the Intercolonial 
and Transcontinental Railways would be written off at 
once? 

Ary Yess 

Q. And these extracts which you refer to would be 
found at pages 15 and 16 of Exhibit 220? 

AG OTess 

Q@. And you have not read verbatim the extracts, 
you have merely summarized them? 

AvoOvThat 1s “right. 

Q. Then, when next was this subject discussed or 
considered? 


A. It was referred to in the Annual Report of the 
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railway for the year 1923. This report was dated May l, 
1924, and was signed by Sir Henry Thornton. He said, 
quoting from page 7: 
"Consideration is being given to the policy 
to be followed with respect to the capitalization of 
the system, and the extent to which, if at all, the 
advances made and capital held by the Government 
Should be written down to a figure which may be 
regarded as consistent with the earning prospects of 
the railway. In the consideration of such a problem, 
the interests of the Government, which is to say the 
people of Canada, must be given due weight. @n the 
other hand it would seem unreasonable to burden the 
Canadian National Railways with a load which is 
beyond its conceivable earning capacity. The directors 
have this problem under consideration but before any 
definite recommendations can be made, a careful survey 
must be made of the capital position of the company, 
not only with a view to meeting the difficulty 
explained in this paragraph but also to simplifying 
and consolidating a variety of securities out- 
standing." 
Q. The only reference there made is to that part of 
the debt which is held by the Government? 
in. L6G. 
Q. And there was no solution suggested for that 
portion of the debt which was in the hands of the public? 
A. It is quite interesting to note that in these 
references no attempt was made to indicate any action 
that should be taken with respect to those securities 
which were in the hands of the public. They were always 
directed to the amount of debt held by the Government. 
Q. And in so far as the public was concerned, that 


was for another time, and for somebody else to handle? 
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ASP Yes, 

In March, 1925, Messrs. Edwards, Morgan and 
Company and Peat, Marwick, Mitchell and Company made a 
Joint report to the board of audit in which they outlined 
various bases of determining the value of Canadian National 
Railways and also the effect on the accounts of the rail- 
way and on the accounts of the Government if such valuations 
and certain changes in classifications were made effective. 

Then, in March, 1929, Sir Henry Thornton advanced 
certain recommendations for a revision of the financial 
Structure of the railway. He recommended that interest on 
Government loans be cancelled, that loans for deficits 
be cancelled, and that the remainder of the loans should 
be represented by income charge bonds. 

Q. Have you got a copy of the recommendations made 
by Sir Henry Thornton? If so, I would ask you to produce 
it as Exhibit 227. 

EXHIBIT 227: Filed by : Recommendations for 
Mr.O'Donnell: a revision of the 
financial structure 
: of the Canadian 
: National Railways. 
THE CHAIRMAN: When were these recommendations 
made? 
MR. O'DONNELL: Yes, can you give the Chairman 
that information? 

A. The report is dated March 8, 1929. 

Q@. And the report is entitled: 'Recommendations for 
a revision of the financial structure of the Canadian 
National Railways". And it is a 19-page document, and 
is produced as Exhibit 227, and is signed by Sir Henry 
Thornton? 

A. Yes. Then, in September, 1932, -- 

Q. Before leaving that, it might be a matter of 


convenience, possibly, to record recommendations C, D and E, 
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which appear at pages 12 and 13 of that report, 
Exhibit 227. I might just read them into the record. 

"C - To permit the writing off of the item 
‘Interest on Dominion of Canada Account Accrued but 
Unpaid' -- $258,024,307.41, which represents 
interest accrued on the railway books in favour of 
the Government to the 31st of December, 1928, but 
unpaid. 

D - To permit the reduction of the item -- 
loans from Dominion of Canada account, viz. 
$614 ,912,221.02 by writing off $287,816, 222,77, 
which latter amount represents income deficits 
sustained to date and makes provision for capital 
losses, such as the writing out from Investment 
Account of property retired as the result of co- 
ordination. 

KH - To permit the issue by the Canadian 
National Railway Company of its bonds in the sum 
of $16,000,000, to be issued either to the Govern- 
ment or to the public, such bonds to be guaranteed 
by the Government and to be used for the purpose of 
liquidating that portion of the Government loan 
confirmed by Chapter 4-5, George V, Second Session, 
in order to secure the release of securities 
deposited as collateral thereto; and income charge 
bonds in the sum of $311,095,998.25, for the 
remainder ($327,095,998.25) of the item $614,912,221.02 
mentioned in Paragraph D of this memorandum; such 
guaranteed bonds and income charge bonds to be in 
such form and to contain such terms and conditions 
as may be approved by the Governor in Council. The 
income charge bonds so issued to be delivered to 


the Minister of Finance on behalf of His Majesty 
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and the Canadian National Railways to be subrogated 

in respect of any indebtedness of any subsidiary 

company to His Majesty included in the said loans 
from Dominion of Canada." 

Now, those are, in part, recommendations which 

Sir Henry Thornton made? 

A. Yes. 

Q. And they were still restricted to deal, for the 
most part, with debt which was in the hands of the 
Government? 

A. Yes. Then, in September, 1932, we had the 
report of the Royal Commission under the chairmanship 
OT the Hight Hon.«Lyman Durr, P.c: 

The Commission reported in paragraphs 86 and 

87, that if the capital liabilities of the system were 
adjusted to an earnings basis a very drastic writing 
down would be necessary. While the Commission was of 
the opinion that the capital liabilities should be 
heavily written down they did not consider the time 
opportune but thought the question should have the 
early attention of the board of trustees which it was 
recommended should be entrusted with the controlling 
management of the system. 

Q. It might be advisable just to record those 
particular paragraphs in the transcript from the 
Duff Report; the paragraph at page 30, No. 86, which 
reads as follows: 

"It has been suggested that in view of the 
excessive capital liabilities in relation to the 
earning power of the System they should be reduced 
to an amount which would more nearly approximate 
the earning power of the railway. The net 


operating income (i.e., the amount available for 
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interest and dividends) of the Canadian National 

System for the period 1923 to 1931 inclusive 

averaged $24,414,447 per annum. This figure would 

require adjustment if adequate provision were made 
for depreciation. It is obvious that on this basis 
of earnings the capital liabilities would require 

a very drastic writing down. And while this Com- 

mission is of opinion that it must be frankly 

recognized that a very substantial part of the 
money invested in the railways comprised within the 

Canadian National System must be regarded as lost 

and that its capital liabilities should be heavily 

written down, they do not consider that the time 

is opportune to deal with this important matter. 

87. This question as well as that previously 
referred to, dealing with the present involved 
financial structure of the Canadian National System, 
should, in the opinion of the Commission, have the 
early attention of the board of trustees, which it 
is recommended should be entrusted with the control 
and management of the System." 

Q. What next happened? 

A. On March 21, 1933, the Minister of Finance 
informed the House that the Government would implement 
the recommendations of the Commission that sums which 
are required to meet deficits should be voted by Parliament 
annually. 

Then came the recommendations leading to the 

Capital Revision Act of 1937, all of which are set out 
in the main submission, which is Exhibit 214, on 
pages 26 to 34. 

Q. Yes, in Exhibit 214 at pages 26 to 34, where 


the details you are talking of now appear? 
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Be’ Yes... All. want to Say at this point is to 
emphasize that the Capital Revision Act of 1937 was never 
intended to be a cure for all the ills which beset the 
railway's finances. 

The revision was related only to the relationship 
between the railway and the Government as to the Govern- 
ment's position as both shareholder and creditor. The 
railway has tried to make it very clear that the revision 
did not go far enough. It was so stated by the board of 
trustees of which the late Hon. Judge Fullerton was 
chairman. 

The board of trustees was later superseded by 
a board of directors, and when asked for their views the 
directors passed the following minute: 

"No. 212 - January 21, 1937. 

Further consideration was given to the draft 

(dated January 6, 1937) of the proposed BAll 

entitled 'An Act to provide for revision of the 

accounting set-up of the Canadian National Railway 

System.! 

It was unanimously resolved that the directors 
approve the policy of the said Bill. 

They desire to add that they reserve the right 
to recommend additional measures when they have had 
time and opportunity for a more detailed study of 
the capitalization and general financial position 
of the System. 

Acknowledging receipt of this resolution, the 
Minister of Transport said: 

'Ottawa, January 25, 1937 

Dear Mr. Hungerford, 

Thanks for yours of January 21st, to advise 


that your directors have approved the policy of 
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the draft bill providing for revision of the 
accounting set-up of the Canadian National Railways. 

Your directors will of course have the right 

at any time, to recommend additional measures 
along the same lines. 
Yours faithfully, 
(Sga.) C.D. Howe.'" 

During the recent war a large number of Canadian 
National Railway securities which had been domiciled in 
the United Kingdom were repatriated. They had a par 
value of $410 million. On October 3, 1944, the board of 
directors decided representations should be made to the 
Government to the end that the present indebtednsss of 
the railway to the Government in respect of advances 
made for the repatriation of securities be exchanged for 
income charge bonds on which the interest would be payable 
only to the extent it had been earned from the year's 
operations. However, nothing came of the recommendation 
at that time. 

It is safe to say that this matter of 
recapitalization has been under consideration on and off 
since 1917, a period of over thirty years. There has 
been general agreement that the railway's debt structure 
is far too heavy and that something should be done about 
it, but there has been a tendency to leave the problem 
for someone else, or for another day. 

The principal difficulty seems to be related 
to the railway securities held by the public. At no time 
was any suggestion advanced for relieving the railway of 
the principal and interest of the securities held by the 


public. 
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It wes found possible in 1937 to adjust the debt 
of the Reilway in so far as it was held by the Government 
as creditor, There is little doubt that if more of the 
debt had been held by the Government and less by the public 
in 1937 a larger measure of relief would have been given. 

The proposal by the President, Mr. Donald Gordon, 
suggests a method of extending an sdjustment beyond the 
debt held by the Government. It shows the advantage of 
having the situation reviewed by a fresh mind. The debt 
held by the public heretofore has been assumed to be a bar 
against a complete and Satisfactory adjustment of our 
capital structure, but the President has indicated how the 
obstacle can be by-passed. It is singuloer that we have 
had to wait so long for what appears to be a simple 
solution, 

Q. Now I call attention to certain securities, on 
page 17 of Exhibit 214, the interest on which was on 3 
contingent basis while the railways were under private 
ownership, There was first an issue of $60,833,333 Grand 
Trunk Railway 4+ per cent guaranteed stock. Is there any- 
thing you wish to edd to whet is said in the brief concern - 
ing that item? 

A. This was really a preference stock which ranked 
ahead of the Grand Trunk First Preference Stock. They had 
common stock and then 3rd and 2nd and 1st, then they 
wanted something ahead of the 1st preference but which 
nevertheless would not carry a fixed charge and would be 
entitled to a dividend only if earned. The word "Guaranteed" 
really had no meaning. The Company gueranteed to pay the 
dividend if they earned it. It was one of the terms in the 
acquisition agreement between the Government and the Railway 
Company that the Government should guarantee unconditionally 


the interest on this stock, and doing that added to the 
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fixed charges of the Railway beyond what they had been 
under private ownership. It was really part of the 
purchase price paid by the Government to acquire the Grand 
Trunk, but the cost to the Government was transferred to the 
Railway and added to its fixed charges, 

Q. Incidentally, that is the issue which is set out 
referred to on Exhibit 219, the fifth line, under the 
securities guaranteed by the Dominion Government, the issue 
of $60,833,333? 

A. Yes, 

Q. Two other issues referred to on page 18 of the 
main brief, what would you say as to those? 

A. These two other issues, the $34,879,252 of Grand . 
Trunk Pacific debenture stock, and the $24,140,174 Canedian 
Northern debenture Stock, were entitled to interest if 
earned. This meant that after amalgamation we had to 
figure out the net earnings of the Grand Trunk snd Canadian 
Northern companies as if they had not been amalgamated. It 
was thought better to make some composition with the holders 
of these securities end get them out of the way, but in 
doing this, interest which had been payable only if earned 
becaue a fixed charge, but for a reduced amount. The 
Drayton-Acworth Report, page LXX, had recommended that a 
settlement with the Canadian Northern debenture stock 
holders be negotiated. 

Q. Now, on the next page of the brief, following on, 
on peges 19 and 20, you claim that the Canadian National 
has been required to absorb the annual interest on about 
$140 millions of capital expenditures on the Canadian 
Government Railways, meaning I suppose the Intercolonial, 
the National Transcontinental and other Government-owned roads? 

AS) Yes. 


Q. You think that the interest burden should have been 
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put on the railway? 

Ra SORz. Edo. 

Q@. Where should it appear? 

A. I think it should have rested in the Public 
Accounts. I think in my evidence on Friday we went into 
that at some length, and perhaps it is not necessary to go 
over it again. 

I perhaps should explain that, whereas in the 
main submission, Exhibit 214, we refer to the Canadian 
Government capital expenditures as totalling $140 millions, 
in Mr. Gordon's statement the amount has been broken down. 
$110 millions is included in section 4, and the remainder 
is included in sections 5 and 6 of his statement. 

Q. Now, your contention with respect to the interest, 
which you say should appear in the Public Accounts, is that 
it should have continued to be paid by the Government, as 
was the case prior to amalgamation? 

A. It seems reasonable to me that that should be so. 
I might add there, Mr. O'Donnell, the matter was referred 
to in the Drayton-Acworth Report. They recommended at 
page LXXII that the Intercolonial and Transcontinental 
lines should be handed over free of cost. In my opinion 
these railways were not built for profit; they were never 
operated on a commercial basis; they could not earn their 
operating expenses. The Intercolonial was built under the 
pact of Confederation. The National Transcontinental was 
built as a common railway highway across the Dominion from 
ocean to ocean. Everything surrouding the construction and 
development of the Crown-owned railways runs counter to the 
idea that they should be expected to earn an interest return 
on their cost. 

A. And I think that you told the Commission on Friday 
last when you produced Exhibit 221 how the figure of $140 
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millions, that is, the round figure which is mentioned on 
page 20 of the main submission, was arrived at. It appears 
on the face of exhibit 221, does it not? 

A. Yes, Exhibit 221 gives the full detail meking up 
the amount of $140 million. 

Q@. Now, on page 20 of Exhibit 214, the main brief, 
it is said: 

"In 311 about $140 millions has been expended by 
the Railway Company for account of Canedian Government 
Railways' property investment, and it is estimated 
this has added $4,746,000 to the fixed charges of the 
System." 

Could you tell the Commission how you arrive at that amount 
of interest? 

A. Our average interest rate in 1948 was 3.39 per 
cent, and I applied that rate to the $140 millions, and 
that produced the figure of $4,746,000 as the annual 
interest charged. 

Q. Referred to on page 20. Now would you be good 
enough to turn to page 22 of the main brief, where you 
give the results of operations, in Table 1, for the years 
1923 to 1931. Will you please tell the Commission why you 
stopped and cut the table off at 1931? 

A. I did that so that the submission to the present 
Commission would be tied in with the Duff Report. In the 
Duff Report st page 15 they give the results of operation 
1923 to 1931, and our figures tie in with that -- not 
exactly, but the difference is negligible. 

Q. Now will you please turn to page 23 of the main 
brief--- 

COMMISSIONER INNIS: What is the explanation in 

that table on page 22 of the fact that the net revenues in 


1923 sre $21,123,544, and--- 
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MR O'DONNELL: I beg your pardon, sir? 

COMMISSIONER INNIS: In this table on page 22, 
the 1924 net revenue is $17 millions, ena 

net income available to pay fixed charges 
feu MULL ons se = 

THE WITNESS: Between that revenue and net income 
available to pay fixed charges there are some other 
accounts such as taxes, hire of equipment and miscellaneous 
income charges. We did not put a column in this table; it 
did not seem essential, but--- 

COMMISSIONER INNIS:Q.It seems rather odd that your 
net income should be higher than your net revenue. 

A. Almost invariably the amount of net income avail- 
able to pay fixed charges would be less than net revenue. 
AS you point out, in the year 1924 that year seems to have 
been an exception, but without looking en could not 
tell you just what it is. 

THE CHAIRMAN: The question is, how would you 
account for the extra amount? With a net revenue of $17 
millions you had income Se ahike of $20 millions. 

THE WITNESS: I will take a look at that and answer 
your question later if I may. 

MR O'DONNELL: I think, Dr. Innis, on Exhibit 217 
at page 4, for instance, you see there the vsrious items, 
below the net railway operating income line, which may have 
come into play with respect to these matters, and Mr. Cooper 
in any event will get the annual report and look it up and 
give you the information. 

Q. Now, Mr. Cooper, will you be good enough to turn 
to page 23, where you explain that you have included the 
accounts for eastern lines as if they had never been 
separated as required by section 6 of the Maritime Freight 


Rates Act. Have you any further comment to make with respect 
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to that? 


A. That matter came up on Friday and I made a sug- 
gestion to the Commission that it might be helpful if they 
would see their way to recommend the repeal of that 
particular section, 

@. That is, section 6, which we put on the record on 
Friday? 

A. Yes, 

THE CHAIRMAN: Q. That is the section that is no 
longer being observed; is that it? 

A, It is no longer being observed, sir, in our 
accounts, but in voting the deficit of the railway they 
divide the vote as between eastern lines and the balance of 
the system. The Government Department of Finance continue 
to observe the Act. The Act said that in the votes the 
deficit of the eastern lines should be voted separately, 

So that the Department of Finance continue to insist that it 
Shall be voted separately, but beyond that the section is a 
dead letter. 

MR O'DONNELL: Q. And you suggest that it would be 
helpful if the present Commission could recommend that it 
be repealed? 

THE CHAIRMAN: What would happen if the section 
were entirely repealed, Mr. O'Donnell? 

MR O'DONNELL: Q@. Would you just explain--- 

THE CHAIRMAN: It is still being used for some 
purposes, I see. 

THE WITNESS: No, sir, I do not think there is 
one purpose that I can think of, It entails a certain 
amount of work on our part in figuring out what the deficit 
of the eastern lines is. We have to do it in a very 
arbitrary way, because it would be a very costly affair to 


keep the acaounts separately, and it continues in the votes 
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of the Commons merely because the section requires that 

that vote shall be Shown separately, snd the Department 

of Finance have not seen their way to set the section on 
one side. We have; we have set it aside. 

MR O'DONNELL: The discussion we had the other 
day, my lord, just for the convenience of the Commission, 
eppesrs at pages 18502 and following, where we put on the 
record the wording of the section, 

THE CHAIRMAN: I am Just wondering whether the 
routine of the section would affect anything that the 
Department of Finance is doing now. 

MR O'DONNELL: According to Mr. Cooper, he does 
not think so. 

Q. And your recommendation, Mr. Cooper, is that 
Section 6 should be repealed? 

Ay Yes. 

Q. AS serving no useful purpose so far as you can 
see at the present time? 

A. That is my view. 

THE CHAIRMAN: Will we hear anything from the 
Department of Finance as to their views? 

THE WITNESS: Well, that would be for you to 
decide, sir, 

MR O'DONNELL: We know nothing about what goes on 
in the Government departments of various kinds. 

THE WITNESS: I venture the thought that they 
would also be pleased to see it got rid of. 

THE CHAIRMAN: You might make note of thet. 

MR COVERT: Yes, sir. 

MR O'DONNELL: Q. You go on then, Mr. Cooper, at 
pages 26 to 31 of the main brief, to refer to the Capital 
Revision Act of 1937. Is there anything you wish :to point 


out with respect to the adjustment which was provided by 
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that Act? 

THE CHAIRMAN: Where is that dealt with? 

MR O'DONNELL: Pages 26 to 31, my lord, of Ex- 
hibit 214, the main brief. 

THE WITNESS: I think there has been a2 great 
deal of misunderstanding as to the effect of the 1937 
Capital revision. I have tried on pages 26 to 31 to make 
clear just what was done and why it was done, and why that 
revision was not, and was never thought to be, anything 
more than a partial adjustment which it was possible to 
make at that time, the adjustment being confined to the 
relationship between the Government and the Railway ard 
not extending to the funded debt held by the public. I 
think the fact that on their adjusted basis the fixed 
charges absorbed 28 per cent of gross revenues whereas the 
corresponding ratio for the Canadian Pacific was OnLy ar 
per cent and the ratio for Class I railroads was only 16 
per cent, is proof thet no effort was made at that time 
to put Canadian National on a comparable basis with other 
railroads. 

MR O'DONNELL: Q. Those figures last mentioned 
appear at the bottom of page 31, do they not, Mr. Cooper? 
A. LES. 
Q. Now will you turn to poge 32--- 

COMMISSIONER ANGUS: Q. Might I ask a question on 
page 30? You state the view that money that does not earn 
a direct iabaront return for the Canadian National Railways 
is nevertheless earning something for the economy; it is 
gainfully employed. Have you any test of that? I mean, it 
might be earning its keep and it might not be earning its 
keep. You might have a bridge that was constantly used 
and was adding to the national income, or you might have 


one that was misplaced and was not adding to the national 
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income, Have you seny criterion there? 

A. We refer there, sir, to that situation : 

"The fact that the Government may not receive a direct 

interest return on a capital investment does not mean 

that the capital is lost. The nation does not expect 
an interest return on its investment in highways, 
airports, and public works generally. No one thinks 
of the money invested in the Intercolonial Railway 

as having been lost. The Quebec Bridge, the Prince 

Edward Islend Ferry, the post offices, the Welland 

Canal, may not earn interest on their cost but that 

does not change the fact that they are national assets.” 

Q. I quite follow that. You can have a bridge which 
is a national asset and a very useful one, even if it is 
not paying a cent on its cost? 

As Yes, 

Q. But you could also have a bridge that was totally 
useless and that was not paying a cent on its cost. Now, 
how do you distinguish one from the other, if you are 
without this test of the earnings? Is it just an act of 
faith, or is there some criterion? 

A. I am countering the idea here, as was expressed in 
the Duff Report, that a great deal of the capital invested 
in the Canadian National Railways is lost merely because 
it does not show a return by commercial standards, and I 
think that is--- 

Q. Well, that may be so, but isn't it just indeter- 
minate, that this may be a useful asset? It may not be 
a useful asset. You have no means of testing? 

A. I have no doubt in the expenditures by Canada 
over the years that there sre some of them that could be 
considered as even not being national assets. It may be 


so, but by and large I think that Government expenditures 
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for the development of this country are national assets 
irrespective of whether in the books of accounts some 
profits are shown. 

Qe LESS possibility, yes. But you have no method 
of comparing them with the alternative developmental 
expenditure that could be made if that one had not been 
made? I mean, there is no test of the usefulness? 

A. The only test, I would think, on a particulor 
piece of property would be to Separate it and keep an 
account of whatever revenue there might be, if there is 
revenue, or whatever purpose it serves. There might not be 
revenue, but it may nevertheless serve @ good purpose, 

Q. It may, yes. 

A. And against that set the cost and draw a balance, 


and I do not think it would do you very much good, 


Q. No, no; the difference between us is this: I am 
prepared to agree with you that it may be useful. I think 
you go further and say it is useful? 

A. I think the things which I refer to, sir, are use- 
ful, yes, very useful. 

THE CHAIRMAN: Q. The things you refer to in the 
brief -- the Quebec Bridge, the Prince Edward Island Perrys 
the post offices and the Welland Canal -- those are the 
things which you say of course ere useful? 

Piel GS & Lae: 

MR O'DONNELL: And the Canadian National Railways. 

COMMISSIONER ANGUS: And the money invested in the 
Canadian National Railways. 

THE WITNESS: Yes, I think you can extend thet to 
the Canadian National Railways, and find many parts of our 
railway quite useful in the over-all economy of Canada. 


MR O'DONNELL: Q. Part of the over-3l1l assets of 
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the country and its development? 

A. Very much so, 

Q. Then will you turn to page 32 of the brief, Mr. 
Cooper. There you have Table No.2, where you show the 
results of operation for the period 1932 to 1939. Would 
you tell the Commissioners why you made the cut-off with 
respect to this table at the year 1939? 

A. Simply because these were the pre-war years, and 
most of our comparisons in recent years have been with the 
year 1939. In the war years, of course, our traffic in- 
creased tremendously. The average annual revenue shown in 
Table No.3 on page 33 was $397 million, compared with $177 
million in the pre-war years as shown on Table 2. 

Q. The figure on page 33 in table No.3 is the last 
figure in the first column, under the heading "Gross 
Revenues", $397,016,596? 

A. That is our average annual revenue in that nine- 
year period, whereas in the previous eight-year period our 
average annual revenues were $177 million. 

Q. That is shown by the comparable figure on Table 2, 
page 32? 

A. Yes. 

COMMISSIONER INNIS: Q. What is the explanation 
of the steady decline in fixed charges? Does that mean 
converting securities at maturity? 

A. Yes, Mr. Commissioner; from their peak, which was 
in 1932, we have reduced our fixed charges by refundings 
at lower interest rates, and of course during the war 
years we did use our surplus earnings to reduce the 
principal of the debt itself. 

Q@. How much farther can you go in terms of lowering 


the interest rate? 


QA. Well, sir, we had an issue last year, we called 
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it October lst. It was an issue of $57 million 5 per cent 
bonds, and we substituted for it an issue with 3 2-7/8 
coupon, There was an issue which fell due I think it was 
February 1, 1950, where the interest rate was reduced from 
5 per cent to 2-7/8 per cent. Where there is an oppor- 
tunity, either st the maturing of an issue or by calling 
an issue if the terms permit, we do not miss an opportunity 
to cut down our interest rates, and we have cut down our 
interest rates. They are down further in 1949 then they 
were in 1948, In 1948 they were 3.39, and in 1949 I think 
they are 3.09. 
THE CHAIRMAN: Mr. O'Donnell, we will adjourn now. 
COMMISSIONER INNIS: Q. Are you coming to the 
end of your manoeuverability? 
A, Olt? 
Q. Are you coming to the end of your manoeuverability? 
A. To a large extent, yes. 


---The Commission adjourned at 1.00 p.m., to meet again 
Be: 45 D.tr. 
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- 18576 - Mr. Cooper, in ch 
Ottawa, Ontario, 
March 20, 1950. 
AFTERNOON SESSION 


MR. T. H. COOPER, recalled: 


EXAMINATION BY MR. HUGH E. O'DONNELL, K.C., cont'd. 


THE CHAIRMAN: Very well, Mr. O'Donnell. 

MR. O'DONNELL: Q. May it please the Commission: 
I think when we left off we had just been speaking of 
Table No. 2 on page 32 of Exhibit 214. 

I would like now to direct your attention, 

Mr. Cooper, to page 36, Table 4, which shows the results 
in the 26-year period from 1923 to 1948. 

I take it that Table 4 is merely a grouping of 
data which is in Tables 1, 2 and 3, which we previously 
referred to, and that the averages are there worked out 
at page 36? 

A. That is so. 

Q. Now, in what respect do these figures differ from 
the figures which we find in Table 10 on page 52? 

A. Table 4 on page 36 shows the amount of net income 
available to pay fixed charges; whereas Table 10, on 
page 52, shows the net income available for interest. 

Q. Fixed charges as distinguished from interest 
charges? 

fe. IX ERy SLR 

Qs. Yes? 

A. The terms of reference call for a report on the 
advisability of establishing the fixed charges of the 
company on a basis comparable to other major railways. 

Therefore Table 4 shows the amount of net 
income available to pay fixed charges; how much the fixed 
charges amounted to, and the resulting deficit. 


On the other hand, we very often speak of net 
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income available to pay interest, and what the interest 
charges are. Therefore Table 10 gives such information. 

Of course, the result, that is, the end result, 
is the same, whichever way it is stated. 

Q. Going back to Table 4 on page 36, this says, 
does it not, that in the 26-year period from 1923 to 1948, 
the average annual gross revenues of the Canadian National 
Railways were $281,912,4089 

Ae, You, 

Q. And it also shows that the average net income 
which was available to pay fixed charges was $30,336,712? 

Re) YOR 

Q. That is the last figure under the column 
entitled "Net Income Available to Pay Fixed Charges"; and 
it also shows that the fixed charges averaged, during 
that 26-year period, $50,328,929? 

Wl Cee. 

Q. And then, in the last column, the last figure 
shows that your over-all, your average annual deficit 
Since amalgamation was practically $20 millions? 

A. Yes, in those 26 years, 1923 to 1948. 

Q. What conclusion do you draw from that table 
and the data on it? 


A. It is clear that it has regard, taking into 


account the good years with the bad years, the fixed 
charge burden has been greatly in excess of the earning 
power of the railway. No other conclusion can be drawn 
from these figures. On the average we have earned 
$30,000,000 a year, our fixed charges were $50,000, 000 
a. year, or $20,000,000 in excess of the break-even 
point. 

Measuring it with the break-even point, of 


course, provides no return on the equity capital, nor 
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does it give us anything for additions and betterments. 
We should have something for additions and betterments. 

Much addition and betterment expenditure is 
unremunerative. We should not be compelled to borrow 
cvery cent spent on capital account. 


Prudent management will endeavour to finance 


betterments from net carnings or depreciation funds limiting 
recourse to new capital for plant expansion. 

Railways generally are placing greater reliance 
upon internal sources for the funds needed for replace- 
ments and improvements. 

In announcingthe decision of the Board of 
Transport Commissioners in the 30 per cent freight rate 
case the Chief Commissioner said at page 27 of the 
judgment: 

"I think that a railway is entitled to a 

reasonable surplus over and above fixed charges 
and dividends. A railway company, as in the case 
of other enterprises, should have something in 
addition to 'come and go on', to provide for con- 
tingencies and to help equalize the result of poor 
years with good years. And to have something, if 
necessity arises, to put back into its railway 
operation undertaking for the improvement of the 
services which it is required to furnish. That is 
apart from major capital requirements. This is 
how the Board viewed the matter in earlier decisions." 
That is the end of the quotation. 

Our pension costs have increased tremendously. 

In 1923 they were $652,974. In 1949 they were $11,562,547. 

The adoption of depreciation accounting for 
Canadian lines' rolling stock has increased our expenses. 


The depreciation charge in our 1949 accounts was 
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$17,361,000. 

There is nothing in the results shown in 
Table No. 4 in respect of the Newfoundland Railway which 
we took over April 1, 1949. 

I think it is a reasonable position to take 
that an adjustment based simply on the past earning record 
and which merely meets the break-even point would not be 
satisfactory. 

COMMISSIONER INNIS: Q Why do you say that 
railroads are dependent to an increasing extent on internal 
capital? Is it because they cannot get capital from out- 
side? 

A. That could be a reason, sir. Nevertheless, they 
have -- and I speak more particularly of the railroads in 
the United States -- have been looking to surplus earnings 
and depreciation funds to finance their routine additions 
and betterments; and it is only where the railway has 
expanded, that they should have recourse to outside funds. 


should 
Perhaps I should say they think a! ppc recourse to out- 


side funds. 


In the case of the Canadian National, ever since 


1923 we have had to borrow every cent we spent on capital 
expenditure, and we had to pay interest charges on it. I 
do not know of any other railroad anywhere that has met 
conditions of that sort. 

MR. O'DONNELL: Q. Ordinary business concerns 
expect, do they not, to have a little left at the end of 
the year with which they could make ordinary improvements -- 
not to the extent of expanding the plant facilities, but 
for additions and betterment maintenance? 

A. I think that could be taken for granted. 

COMMISSIONER INNIS: Q. What do you think the 


situation is with respect to security markets? 
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A. I think there has been a tendency in the last 
Several years, certainly so far as equity capital is con- 
cerned, for the railways -- they simply could not go into 
that market at all. 

MR. O'DONNELL: Q. Would you now turn to page 35 
of the brief where there is a short statement showing the 
effect on the operating results of the changes in the price 
level of 1948 compared with that of 1939? 

Now, if your 1949 accounts are available, perhaps 
you could bring that statement up to date? 

A. Yes. Our 1949 figures are availanle. 

The additional revenue in 1949 due to increase 
Since 1939 in freight rates, passenger fares, telegraph 
tolls, and mail pay was $101,107, 200. 

The additional costs due to increases in wage 
rates was $113,304,000, and the additional costs due to 
increases in material prices was $67,222,000. 

So that on the one hand we had additional 
revenues of $101,000,000 and on the other additional 
costs of $180,000,000 due to the change in the price 
level. The imbalance which we had to absorb in 1949 
was 79 millions. 

Q. Now, speaking of 1949, could you furnish the 
figures for that year in a manner similar to the manner 
in which they are shown in Table No. 3 on page 33? 

That is, the gross revenues, the net revenues, the net 
income available to pay fixed charges, the fixed charges, 
and the net income or deficit? 

A. Your question concerns the year 1949? 

Q@. Yes. 

A. The gross revenue in 1949 was $500,723, 386. 

The net revenue was $22,221,726. 


The net income available to pay fixed charges 
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was $6,588,869. 
The fixed charges were $48,631,896; and the 
deficit, therefore, was $42,043,027. 

Q. Now, you have a statement in your hands, I take it, 
from which you have been reading those figures and I would 
ask you to be good enough to produce it as Exhibit No. 228. 
It is entitled, "Result of Operations - 1923-1949." It is, 
nevertheless, similar to Table 3 and the others, 1, 2, 3 
and 4, I think. 

EXHIBIT 228: Filed by : Result of Operations, 
Mr. O'Donnell: 1923-1949. 
MR. O'DONNELL: Q. And that gives the 27-year 
average, does it not? 

Ay “Yes. 

Q. In a form which is similar to Table 4, which is 
at page 36 of the brief? 

AY. Oves: 

Q. Possibly you could read the figures for the 27- 
year average into the record, and it might be that the 
Commission might like to jot them down in Table 4 at 
page 36, where it appears. 

A. The 27-year average. 

THE CHAIRMAN: Which column? 

MR. O'DONNELL: On Table 4 Mr. Cooper will give 
the 27-year average, and it may be the Commission 
would just like to add the figures. 

MR. O'DONNELL: Q. The gross revenue average 
for the 27-year period was? 

A. $290,016,518. 

Not too fast, now. And the net revenues were? 
$36,458,097. 
And the income available to pay fixed charges? 


Q 
A. 
Q 
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. $29,457,162. 
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And the fixed charges? 
$50,266,076. 

. And the net income or deficit? 
$20,808,914, 


=... 2 © 


Q. That is a deficit; and then from what we now see 
or know of your 1949 operations, the situation is worse 
than it was when you prepared Table 4? 

A. Yes. In 1949 we went further into the red, 
notwithstanding that for the first time in our history 
our gross revenues exceeded $500 millions. 

Q. Now, I would ask you to turn to another section 
of the brief, and that is the section which deals with 
Statistical data as distinct from what you have termed 
historical data which we have been reviewing; commencing 
at page 41. 

Would you please, in subsection (b) in the 

main brief, under the heading of "Statistical Data" -- 
I suppose I should first ask you if there is anything 
further you want to say concerning the historical data? 

A. I do not think it can be too strongly 
emphasized that the basic causes for our financial 
difficulties are those set out on page 40 as follows: 

"(a) being required to assume all the interest 
charges of the bankrupt predecessor railway companies, 
which amounted to $35,623,415 per annum, and against 
which there were no net earnings available from 
operation; 

(bo) being required to assume the interest 
charges on the capital expenditures made subsequent 
to 1922 on the Intercolonial, National Transcontinental 
and other Crown owned railways. Such interest is 
estimated to amount to $4,746,000 per annum. Prior 


to 1923 the interest on the capital expenditures of 
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such Crown owned railways was charged against 

Consolidated Revenue Account in Public Accounts. 

The relief under the 1937 Capital Revision Act 

did not reduce the fixed charges referred to in 

(a) and (b) above." 

On top of these disabilities, which go back 
to 1923, is the more recent serious imbalance between 
increased revenues and increased costs, due to the change 
in price level, which imbalance cost us $79 millions 
last year, that is, in 1949. 

COMMISSIONER ANGUS: Q. Do you expect that 
part of your difficulty will be met by increased freight 
rates? 

A. I would hope so, sir. 

Q. Have you, so to speak, a standard as to how 
much should be made from that source, and how much by 
reducing the fixed charges? 

A. In my opinion, the difference between increased 
costs and increased revenues resulting from rate in- 
creases is to be met very substantially by changes in 
freight rates rather than by an adjustment of fixed 
charges. 

MR. SMITH: We find it very difficult to 
hear Mr. Cooper. 

THE WITNESS: I do not think that redress for 
the imbalance should be looked for to the fixed charge 
situation as much as it should be looked for, let us 
say, to the Board of Transport Commissioners. 

MR. O'DONNELL: Q. By way of a rate increase? 

Ae Yee, Sai: 

Q. In other words, that $79 million you have just 
been speaking of of imbalance, that results solely from 


changes in operating costs, or rather the fact that 
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Operating costs increased more rapidly that rate increases? 

A. That is so; and while I think that some part of 
that imbalance could be expected to be met out of 
additional business, nevertheless I feel that the -- 

THE CHAIRMAN: What did you say? 

MR. O'DONNELL: He said "additional business". 

THE WITNESS: I feel that the additional business 
which we enjoy -- 

MR. O'DONNELL: Q, Nevertheless, what? 

A. I think that the figures do disclose that there 
is something coming to the railways yet by way of increased 
freight rates. 

COMMISSIONER ANGUS: Q. From out of your own 
System, without bringing the other railways into the 
picture; would you have any measure of that? 

A. I feel that in a year in which the gross earnings 
of the Canadian National exceeded $500 million, we should 
have a fairly respectable surplus. In any year prior to 
the war, when our gross earnings exceeded $300 million, we 
Should pay our fixed charges. Yet, in 1949, with 
$500 million of revenue, we were in the red to the extent 
of $42 million. 

Q. And one should bear in mind in saying that that 
your additional revenue since 1939 has merely totalled 
$101 million, whereas your additional costs have totalled 
$180 million? 

AR. Yeas 

Q. And that results in an imbalance of $79 million? 

A. I think, perhaps, it should be mentioned that 
those are the figures for 1949. 

Now, that situation has been corrected to some 
extent. In 1949 we had an 8 per cent increase which went 


into effect on October 11, so that, in that year, we only 
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had two months and twenty-one days, and it amounted, in 
round figures, to $3 million; whereas, if we had had the 
8 per cent increase in effect from the first of the year, 
we would have had approximately an additional $9 million 
of revenue. 

Then, sometime this week, the 8 per cent will 
become 16 per cent and again, if that had been in effect 
for the full year of 1949, our 1949 showing would have 
been improved to the extent of about $15 million 
additional, so there has been a correction in part of 
this imbalance that I have spoken about. 

I do not want to leave any wrong impression in 
your minds that it is quite as great now as it was when 


these figures were compiled. 


(Page 18596 follows) 
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COMMISSIONER ANGUS: You are more or less 
inclined to treat 1939 as the standard year? 

A. There was not much change in price level until 
the war. 

MR. O'DONNELL: Not necessarily the standard 
year, but take the year from which the increase in cost 
of operation began. Take the figure before the curve 
began to rise. Now, is there anything else you would 
like to say before we go on to this statistical data? 

A. I don't think so. 

MR. MacPHERSON: There were a number of other 

increases in 1949 that should be taken into account, 


passenger and international rates. 


MR. O'DONNELL: In Mr. Cooper's figures all 
increases are ‘taken into account, and despite the fact 
that credit is given for them, there is still that imbalance 
of $79 million in round figures. 

MR. MacPHERSON: But Mr. Cooper has pointed out 
that the 8% was from last October only, but there were 
other things, passenger increases, international rates. 

MR. O'DONNELL: Then, Mr. Cooper, would you 
clear that up to Mr. MacPherson's satisfaction? 

A. I think if we come to that further statement - -- 

MR. O'DONNELL: We have a statement, Mr. 
MacPherson, which I think will show the situation. 

MR. EVANS: As a matter of fact the amount of 
the increase to the Canadian Pacific of these adjustments 
appears in the Board's Judgment at page 17 in this last 
rate case, and the net result of increases in deductions 


by adjusting 1949 revenues for the C.P.R. amounted to 


$734,000. 
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MR. O'DONNELL: Q. Now then, if you go to 
Table 5 on page 41, (we have already had some discussion 
concerning this) that shows the investment expenditures of 
the Canadian National during the years 1923-1947? 

y: Wes of oe 

Q. And the figures are broken down prior to and 
Subsequent to December 31, 1931? 

A~6N@S. 

Q. Now, from what you said before, I take it that 
they were so broken down by you in order that the record 
could be taken up from where the Duff Commission left off? 

Av’ Yer. 

Q. Incidentally, can you tell the Commission the 
page of the Duff Report on which these figures are 
referred to? 

A. Page 19 of the Duff Report shows the c@pital 
expenditures for Canadian National, 1923-1931 to be 
$456,345,456, and that is the figure in the first column 
in Table 5 on page 41. 

Q. $456,345,456 then, the last figure? 

A. Yes. 

Q. And that agree with the figure on page 19 of 
the Duff Report under the heading"Canadian National capital 
expenditures for the period 1923-1931"? 

A.” Yes. 

Q. Now, is there anything you would like to call 
attention to with respect to that? 

A. Well, it is thought in some quarters that’ the 
capital expenditures on the Canadian National since 
amalgamation have been extravagant, but reduced to a per 


mile basis our expenditure averaged $1,071. per annum, 
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whereas the corresponding figure for the Class I Roads 
was $1,224 per annum as shown on page 42. 

Q. That is at the top of the page, the first two 
sentences there. Are those the figures you refer to? 

A. It is in the second paragraph. 

Q. Yes, the two sentences in that paragraph. Now, 
while we are on that page, 42, you likewise show how those 
‘expenditures were financed, don't you? 

A. Yes. 

Q. Have you any comments to make concerning that? 

A.. I don't think so. 

Q. The financing is broken down there into long 
term debt, depreciation accruals and so on as set out in 
detail on page 42? 

A. Yes. 

9. Now, will you please turn then to the next page 
of the Brief, which is page 43, Table 6, and can you tell 
the Commission why you submit a comparison between the 
Canadian National Railways and the United States Class I 
roads regarding investment in road property and equipment? 

A. Well, again I wish to show how the costs per 
mile of road for the Canadian National compare with the 
U.S. Class I roads. Our costs have averaged $88,769 
per mile, whereas the Class I roads have averaged $127 , 564 
per mile. 

Q. That is what those figures would show when worked 
on the average cost per mile? 

As “Lee 

Q. All right. Your own is about 1/3 less than the 
Class I United States roads? 
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Q. And based on that information and what you 
previously told the Commission regarding the expenditures 
which have been made since amalgamation, does it support 
the idea that your costs are excessive in comparison with 
those of the United States roads? 

Ae NO, 16. dodse ist; 

Q. Now, can you tell the Commission how your similar 
costs compare with the Canadian Pacific? 

A. I am not in a very good position to give Canadian 
Pacific figures, and I must say I dislike doing so; but 
based on some of the evidence before the Board of Transport 
Commissioners in the 30 Per cent Case, I have computed 
that their average cost per mile in 1945 was $86,031 as 
compared with $88,105 for the Canadian National. 

Q. Now, would you be good enough to indicate to 
the Commission what evidence in the 30 Per cent Case you 
refer. to when you make the computation which you have 
just made. I take it it is a formal exhibit filed in that 
Case, Exhibit 128, and the accompanying Exhibit entitled 
"Investment in Road and Equipment". Possibly you might 
be good enough to produce copies of those? 

THE CHAIRMAN: This is in the Exhibit? 

MR. O'DONNELL: Yes, my lord. Q. Will you 
please produce as Exhibit 229 the statement which is 
entitled "Investment in Road and Equipment, Canadian 
Pacific Railway" and which had the further heading "Exhibit 
121 in the 30 Per cent Increase in Freight Rates Case". 

Ree 128, 

9. 128, and as Exhibit 230 in this record the 


v 


statement which was filed as Exhibit 128 in the 30 Per 


cent Case, being entitled: "Canadian Pacific Railway, 
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Reconciliation of Investment in Railway Property (Exhibit 13) 
with Items Shown in Published Balance ‘Sheet at December 31, 
Ke) aay 


iSOAHIDIT 229, Un flleds by 
Mr. O'Donnell 


Statement entitled 
"Investment in Road 
and Equipment, C.P.R." 
filed as Exhibit 128 


ov 80 ef 88 ef 


«+ EXHIBIT 230...filed by : Statement entitled 


in the 30 Per cent Case. 


Mr. O'Donnell : "C.P.R., Reconciliation 


: of Investment in Rail- 
: way Property (Exhibit 
: 13) with Items Shown 
: in Published Balance 
: Sheet at December 31, 
S (16a a7, 


COMMISSIONER ANGUS: Are these figures likely to 
be affected very much by the question of whether the mileage 
owned is increasing or decreasing? I mean, do they include 
new construction costs or anything of that kind? 

A. When they are broken down to a per mile of road 
basis I don't think it makes very much difference. 

MR. O'DONNELL: Q. And the document which is 
now Exhibit 229, Mr. Cooper, shows that the Canadian 
Pacific average per mile of road in 1945 was $86,031, as 
against the Canadian National $88,105. 

THE CHAIRMAN: Pardon me a moment, what is 
this last Exhibit, what number? 

MR. O'DONNELL: 229, my lord. 

THE CHAIRMAN: Well, this Exhibit 128 - - 

MR. O'DONNELL: That is a copy of Exhibit 128 
which was filed in the 30 Per cent Case, and in this 


present record it is Exhibit 230 and it accompanies in this 
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present record 229. The two documents are read together, 
and I might, for the information of the Commission, say 
that reference to those Exhibits and that information can 
be found in Volume XXX at page 3130. 

MR. FRAWLEY: This would be as of December 31, 
1945? 

MR. O'DONNELL: That is right. 

MR. MacPHERSON: And this was a base of course 
which was in dispute and had not been accepted - - 

MR. O'DONNELL: In any event for the purpose 
of comparison so far as Canadian National and Canadian 
Pacific figures for comparable dates go, we are putting it 
before the Commission for their consideration. 

MR. FRAWLEY: That is before Newfoundland. 

MR. O'DONNELL: Before Newfoundland. I would 
like to refer again, Mr. Cooper, to Exhibit 220, that is 
the letter addressed to the Right Honourable Arthur 
Meighen, then Prime Minister of Canada, by Sir Joseph 
Flavelle. 

COMMISSIONER INNIS: Before you do that, what 
is the $1,000, 383,368. on Exhibit 190, I think it is, of 
the C.P.R.? Net Railway Property Investment? 

MR. EVANS: I think it does not appear in 
that. 

MR. O'DONNELL: I think that is a different 
computation. You refer to this document, Exhibit 190, 

Dr. Innis? 

COMMISSIONER INNIS: Yes. 

MR. EVANS: That is a net after deduction for 
depreciation. 


COMMISSIONER INNIS: I see. 
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MR. O'DONNELL: This is a different figure. 

MR. EVANS: It is a gross figure. 

COMMISSIONER INNIS: It is comparable to the 
$1,000, 383,368, that is to say after those items have been 
taken out? 

MR. EVANS: At the moment I would not want to 
say it is comparable, but I do know one is gross and the 
other is net, whether they include the same thing . 

MR. O'DONNELL: They are made on two different 
bases, I think, Dr. Innis, and all we have done here is 
to take a copy of 128 from the 30 Per cent Case and 
accompany that with the reconciliation statement which was 
filed in connection with it, and have made the comparison - 
Mr. Cooper made the comparison that he speaks of 

Q. Mr. Cooper, will you turn then to the letter 
which was filed as Exhibit 220 and make such reference as 
you intended to make concerning that subject? 

A. Sir Joseph Flavelle made his own comparison of 
costs per road of the National System and those of the 
Canadian Pacific and he said this:- 

"T attach memorandum "A" giving 

summary of mileage, ‘investment, capitaliza- 

tion, gross and net earnings, fixed charges, 

operating ratios and revenue statistics of 

the railways entering into the National 

System, as well as the Canadian Pacific 

Railway. From this statement you will ob- 

serve the total investment in the railways 

in the National System, including the Grand 

Trunk Railway is, $1,652,107,965 for 


19,433 miles of road owned, being an 
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average cost of $85,000 per mile in contrast 


to a cost of $83,117 per mile for the 


Canadian Pacific". 


(Page 18604 follows) 
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MR O'DONNELL: I might say thet that extract is 
to be found in Exhibit 220-at page 13, that is the top of 
about the sixth or seventh page. 

THE WITNESS: Continuing the quotation, he added: 

"Both Systems have considerable double track mileage." 

Whet I have been trying to do here was to attempt 
to find out whether the Canadian Netional costs are 
excessive, and I took the Class I roads and found that our 
costs per mile of road were about one third less than 
theirs. Then I turned to the Canadian Pacific and I did 
the best I could. I do not claim my figures are a hundred 
per cent correct, but the evidence that I have produced, 
which I think is well supported by the figures that Sir 
Joseph Flavelle worked out for himself in 1921, proved to 
my satisfaction at any rate that Canadian National costs 
are only slightly different from those of the Canadian 
Pacific, and any thought that Canadian National construc- 
tion costs are excessive I think is not well founded. 

MR O'DONNELL: Q. Now will you turn to page 46 of 
the main brief, Table 7, which shows the fixed charge debt 
of the Canadian National, the Canadian Pacific and the 
United States roads for the period from 1922 to 1947. 

Will you tell the Commission why you stopped at the year 
1947? 

A. When the statement was made 1947 was the latest 

year for which we could get the figures for the United 
States railways, and, as it was 9 comparative statement, 
I did not see any point in extending our figures unless 
there were comparatives available; but I can add the 1948 
figures for the Canadian National and the Canadian Pacific 
-- this is to Table No. 7 -- if you wish. 

THE CHAIRMAN: Haven't you done thst in your 


Exhibit 217? 
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MR O'DONNELL: I think not this particular one, 


my lord, 

THE CHAIRMAN: JI thought Exhibit 217 provided 
Somewhere--- 

MR O'DONNELL: 217 is the Annual Report. 

THE CHAIRMAN: Doesn't it give the figures for 
19489 


MR O'DONNELL: Oh, yes, it does. Mr. Cooper says 
he can give those of the Canadian National and the 
Canadian Pacific. As far as the Canadian Nationel and the 
Canadian Pacific are concerned, Mr. Cooper has them. How- 
ever, I would presume if the Commission wishes them it is 
a comparatively simple matter to get them. 
Q@. Now can you tell the Commission where you got the 
figures for the United States roads, Mr. Cooper? 
A. They were taken from a publication of statistics 
in November 1948 by the Association of American Railroads. 
Q. And you have that publication here, and I would 
ask you to produce it as Exhibit se 
Unfortunately, my lord, we have only one copy for 
the record. 
COMMISSIONER INNIS: Q. What does this mean? 
All the Class I railroads or 911 railroads? 
A. This particular Statistic, sir, is for all railroads 
in the United States. 
Q. Class I and otherwise? 
a SVR, Bikes 
THE CHAIRMAN: What is it? 
MR O'DONNELL: It is entitled, my lord, "Railroad 
Transportation and Statistical Record, 1911 to 1947, pub- 
lished Wy the Association of American Railroads, Buresu of 


Railwayy Economics, November 1948," and I have asked Mr. 


Cooper to produce--- 
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THE CHAIRMAN: Whet two years did you say, 
beginning and ending? 

MR O'DONNELL: 1911 to 1947. TI heve asked Mr. 
Cooper to produce it as Exhibit 231. | 

~--EXHIBIT 231: Railroad Transportation -- A 


Statistical Record, 1911 to 1947, 
published by Assn. of American 


Railroads, Buresu of Railway 
Economics, November 1948, 


MR O'DONNELL: Q. Now would you please indicate, 
Mr. Cooper--- 

A. The figures that we used ere shown in the second 
column on page 3. 

@. The second column on pege 3, under the heading 
"Net Capitalization", and there are three columns under 
that heading, the first being "Capital Stock", the second 
"Funded Debt", which is the column that you used, end then 
the total of the two? 

Ag That is right, 

MR FRAWLEY: Don't you think you could procure 
Some more of those from the A.A.R.? 

MR O'DONNELL: Well, we could try. We could ask 
them to be good enough to give you a copy if they are 
available. I do not know whether they sre available. 

MR FRAWLEY: You belong to that union, 

THE WITNESS: We meade an inquiry from the Asso- 
clation, and they told us they had no more spare copies. 

MR O'DONNELL: Well, I have one copy, my lord, 
and if Mr, Frawley thinks he would like to use it I would 
be glad to let him have it. 

COMMISSIONER ANGUS: Q. Are all these figures 
relative to both rail and non-rail assets of the companies? 

A. For the Canadian National, yes, 
Q. And for the Canadian Pacific? 
A. Well, the figures refer, I think, to the fixed 
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charge debt. Now, I have not attempted to--- 
Q. Not spportioned? 
A. No, 
Q. And the United States railroads? 
A. They would be their total funded debt irrespective 
of how the proceeds were used. 

COMMISSIONER INNIS: Q. How do you explain the 
decline? Has that been conversion Oor--- 

A. We did refer to that, Mr. Commissioner, somewhere 
in our brief, 

MR O'DONNELL: The decline in the Canadian 
National? 

MR INNIS: No; the decline in the United States 
roads' fixed charges. There is quite a sharp decline from 
1937 to 1947, 

THE WITNESS: On page 57 of Exhibit 214, para- 
graph 6--- 

COMMISSIONER ANGUS: It speaks of involuntery 
reductions, 

MR O'DONNELL: There were 2 considerable number 
of reorganizations, I think, Dr. Innis, during part of thet 
period, 

THE CHAIRMAN: This is 1931, most of the involun- 
tery reductions. The change I notice is from about 1938. 

MR O'DONNELL: Weld, they have hed a lot of rate 
increases in the meantime, and they may have been paying 
off some of their outstanding obligations, I think. We 
will come to that a little later. 

THE CHAIRMAN: These iravoluntery reductions in 
capitel structure, is that the efftect of bankruptcy or 
receivership? 

MR O'DONNELL: They had a speciel procedure down 


there, my lord. There were so mamy of these roads that 
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had to be reorganized that they had 3 Specisl procedure, 
I think section 35(2) was the section of the Act that was 
involved. I intend, 3s a matter of fact, to place before 
the Commission the results with respect to quite a number 
of those reorganizstions. 

Q. Now, Mr, Cooper, you have explained where you 
got the information for the United States roads which 
appears in Table 7 on page 46, Would you be good enough 
to tell the Commission where you obtained the information 
set out on that page for the Consdian Pocific Railway 
Company? 

A. The figures for the Canadian Pacific were taken, 
Sir, from this publication by the Dominion Buresu of 
Statistics entitled "Canadian Pacific Roilway Company, 
1923 to 1948", 

Q. Would you be good enough to produce that document 
as Exhibit 232? 

THE CHAIRMAN: How do you describe it? 

MR O'DONNELL: It is the Dominion Buresu of 
Statistics publication entitled "Canadian Pacific Railway 
Company, 1923-48." It is for the same period, for the com- 
perable period, since amalgamation of the Canadien Netionecl. 

---EXHIBIT 232: Publication of Dom. Buresu of 

Statistics entitled "Canadian 
Pacific Railway Company, 1923-48," 

Q. MR O'DONNELL: Q. Will you please indicate to ‘nes 
Commission, Mr. Cooper, where in Exhibit 232 you found the 
figures which you have used in connection with Table 7 for 
the Canadian Pacific Railway? 

A. Page 5; the figures ere a combination of the 
figures appearing in the third and fourth colums. 

Q.. The third colum being entitled "Perpetual 4% Con- 
solidated Debenture Stock", snd the fourth column being 


entitled "Bonds, Notes and Note Certificates"? 
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A, Yes. 

MR O'DONNELL: Incidentally, the Commission will 
see on examination of those two columns 3 and 4 on page 5 
of Exhibit 232 that the figures are the same as set out 
on Exhibit 190 as used by the Canadian Pocifiec Railway. 

Q. Now, where did the Canadian Netionol figures come 
from, Mr, Cooper, which sre set out in Table 7? 

A. They came from our books of eccounts, and they sare 
also in agreement with the figures shown in the D.B.S. 
pamphlet, Exhibit 218, except that we have excluded the 
Government loans which were dealt with under the Capital 
Revision Act. 

@. Now will you please refer to Table 8, which is 
on page 49, snd make such comments as you think pertinent 
concerning that Table 8, in the light of the statements 
which we find on page 50 of the submission, Exhibit 214? 

A. What was your question, please? 

Q. I just asked you if you would look at Table 8 on 
page 49, and then make such comments es you think appro- 
priete in the light of the statements appearing et page 50 
concerning Table 8? 

A. Well, es shown on the top of page 50, Table No.8 
shows how railway capitalization divides as between capital 
stock and funded debt, funded debt in the cose of the 
Canadian National including Government loans for cepital 
purposes. It shows that the Canadian Notional's proportion 
of total capital represented by funded debt dropped from 
63.8 in 1932 to 62 per cent in 1947, whereas that for the 
United States railroads dropped from 62.6 to 54.2. 

Q. On page 47 you refer to a statement which was 
issued by the Interstate Commerce Commission on April 30, 
1948, showing that in the case of 35 reorganization plans 


approved by the Commission the long-term debt was reduced 
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from $3,358,345,000 to $1,812,788 ,000, @ reduction of 
46,02 per cent. Can you produce that statement? 
A. Yes. I heave just the one copy, Mr. O'Donnell. 
Q. Would you please produce that, then, as Exhibit 
No .233? 

THE CHAIRMAN: How do you describe it shortly? 

MR O'DONNELL: That is a statement entitled 
"Chenges in capitalization under plans of reorganization 
approved by the Commission for railroads in reorganizetion 
proceedings before the Commission as of April 30, 1948." 

---EXHIBIT 233: Stetement entitled "Chenges in 

capitalization under plens of 
reorganization approved by the 
Commission for railroads in re- 
organization proceedings before 
the Commission es of April 30, 
1948," 

MR O'DONNELL: Q. Now will you make such comments 
or give such explanations es you think msy be necessary 
concerning that document? 

A. The comments ere 211 made on page 47 of Exhibit 
214, We say there: 

"Railroads of the United States have followed sa 
definite policy of reducing their funded debt end 
interest charges, particularly during the last 15 
years. Since 1931 en almost continuous decline has 
taken place, caused by involuntary reductions in the 
capitel structure of reorganized companies, and by 
vonuntary reductions by solvent companies through the 
utilization of surplus earnings, depreciation 
accruals, sinking funds, etc. In 3a statement: ~~ 
issued by the Interstate Commerce Commission as of 
April 30, 1948 it is shown that in the case of 35 re- 
organizotion plans approved by the Commission, the 


long term debt was reduced from $3 , 358,345,000 to 


$1,812,788,000 2 reduction of 46.02%." 
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COMMISSIONER INNIS: Q. How much of that would 

be due to falling interest rates, or have you any .idea? 

A. This was e reduction in principal, sir. 

Q. Yes, but if your securities matured, presumably--- 

A. Well, I could not say that. I can only speak of 
what the statement Shows, and it gives the names of the 
companies, the amount of debt prior to reorganization, the 
amount of debt efter reorganization, the reduction which 
took place, and the percentage which that reduction was 
to the debt before reorganization. 

Q. But no indicetion as to the average interest rate 
over the period? 

A. Not on that statement, no. We go on to say on 
our page 47: 

"It is of course obvious thet relief is not 
available to the Canedian National through receiver- 
ship proceedings. It should be made equally clear 
that when the System wes seddled with all the debts 
of its bankrupt predecessors not only was it sen- 
tenced to an indefinite term of recurring deficits, 
but in addition it was denied the opportunity to make 
surplus earnings from which to make reductions in its 
fixed charge debts, If it is sound policy to get debt 
end fixed charges down to manageable proportions, which 
other railways are doing, and which policy is fostered 
by the U. S. Government regulatory suthority, then the 
Canadian National also should be given en arrangement 
under which this might possibly be done. As matters 
now stend the legacy of the past effectively bars its 
way." 

Q@. Haven't you an advantiege in that the Government 
does support you end that you can get lower interest rates? 


A. There is no question mbout thet; thet is a fact. 


ren 


: ‘ 

pis 

a “- 

r 22 2 
——% oy 
re 4 
ae 

Py “s 


ee 7 y 
e a 

ae 

at ¥ 


-18611- Mr. Cooper 


The availability of Government credit to the Canadian 
National is the only thing thet hes kept us going. 

Q. But you do not know how that would compare with 
the American situstion as to privately-owned lines? 

A. "s to our average rate of interest in comparison 
with theirs, for exemple? 

Q. Yes, 

A.. No, I could not say that. 

I wanted to correct, Mr. Commissioner, a figure 
I gave you this morning. I ssid in 1948 our everage 
interest rate was 3.39 and that in 1949 it was 3.09. In 
1949 the correct figure should be 3.3. It dropped nine- 
tenths of one per cent. 

MR O'DONNELL: Q. Now, Mr. Cooper, I understend 
that you have e statement entitled "Retio of Net Capital- 
izetion to Road and Equipment Investment", comparing the 
Canadian National Railwey situation with thet of 311 
United States roads, and I would ask you to produce a 
eopy of that.as Exhibit 234, 

THE CHAIRMAN: It is 2 comperative statement? 

MR O'DONNELL: Yes, my lord. 

---EXHIBIT 234: Statement entitled "Ratio of Net 
Capitalization to Road and Equip- 
ment Investment." 

MR O'DONNELL: Q. I understand thet that Exhibit 

234 shows the figures from which the percentages were | 
derived that are set out on page 49? 

De uitees 

Q. Now would you be good enough to comment on thet 
exhibit? 

A. The figures for the United States railways whieh 
appear in Table No.8, showing the ratio of net capitealize- 
tion to investment in roed end equipment, are derived from 


the figures which sare set sut on Exhibit No.234, which I 
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file, and this statement olso indicates the source from 
which the figures have been teken, 

Q. You refer there to the footnote on Exhibit 234, for 
instance: 

"Figures for U.S. Roads, Road and Equipment, sre 
taken from 'Railroad Finence! page 3, and Net Capital- 
ization from 'Statishical Record, 1911-1947! page 3." 
Aw Tes, 

COMMISSIONER INNIS: Is that shown in thousands, 

Mr. O'Donnell? 

THE CHAIRMAN: They must show billions instesd of 

millions, L think. 

COMMISSIONER INNIS: That is, on Exhibit 234, 

THE CHAIRMAN: On Exhibit 234 there should be 2 

note of that. 

THE WITNESS: Yes, these figures are in thousands. 

THE CHAIRMAN: Q. These figures should be amended? 
A. In thousands, yes. | 

MR O'DONNELL: There should have been a note on it. 

COMMISSIONER INNIS: What does the fourth column 

in Table 8 mean? 

MR O'DONNELL: "% of capitalization to investment"? 

COMMISSIONER INNIS: Yes. 

MR O'DONNELL: Q. Would you tell Dr. Innis how 

thet is worked, Mr. Cooper? 
A. It is the relationship which the total capital 
bears to the investment in road end equipment. 
COMMISSIONER INNIS: Q. That is to say, the 
totel capitel is your equity capitel and your funded debt? 
By Yes, Bit. 

COMMISSIONER ANGUS: Q. And it is related to rail 

investment without taking account of other assets? 


| A. Investment in road end equipment, yes. That is all 
| 


* 
a 
} 
* 
Lk 
A | 


oie ue 


> “sick ogmron ofd 3 sabia sith asia i “ue . 
; | m “pede rived sweet | natigd “ 


ot ts did ind no sdoadoot B&F od sitodd Ped tof 8 
fo. ie te fuRHe TERE 


- , 
es - 


oft ,dtomg inet Brie béo# abort 30 4% sone ; 
“fe ftqsd FoR bite <€ Mag oe béont Eval goat Pee 
Wee ogéd Wott fet bot ses standedt ioe Hoedeee 
| ay 7 ee 
eBid ae dborte seit at ey a a ait Sati " 
| ne 6 PESeCEIO oi 


40 Bostank &te heed pods See Yar e Bae Aes aga LE Hi 7 
a ee cers i amie 


ales Naa ae oe gaa yeild ate MOS | 
& ow Pee erony geo Figinee ad OAMATARY aie 
_ebnbwoena! dal ¢¥hy iedoa et ener Got sasiyite ee avy 
‘Wopnsut sot Rode sotREY avon 9 Sea) GRR Ke 
4 . (GON ~ebeieeeo cig! ae” 1 i 
#t nt atom @ deed’ oWert! Sloane adent  sTavaea"> AM cath 
exited Bis i “sgh trans" i ott ack Fea $a ae AAAOL ESTING | . , 
; he ° eataed: é arab & 
ee “a otseynte Mes ey Rt" MRT etch ae 
Mee , wet retin acnbrde SRD 
wot! att ad’ fied! doe BBiow .@ Masao ar 
| 7" OT  Seeqood' ant pented et farty? 
toga: 2 fa diygh ot ctbtew peed Fh dow’ oat a Ek 
Shomgzinps Binh BeSe at JHeimeavnt oad! oF deo 
ort? pee ox ak. dees’ e- reiting Leb reel ta: 


cube tint Hoy bait Lofthgie witb: Oe ot Let 


" “ih : | ‘} pT \ 


ite ee te See" 


a 


, tinge ae ee ba acs 4 Vaal 
eons I¢ aden) i\ 


i afi" 
ay : 


, “SY 


1 


4 


RND 


-18613- Mr. Cooper 


rail property. 

MR O'DONNELL: I think if you turn to page 50, 
Dr. Innis, you will see there how it is worked, the com- 
perisons which sre made. 

COMMISSIONER INNIS: You do not give the item 
investment, 

MR O'DONNELL: Investment in road and equipment, 
we give that, page 50, the first item in that table -- 
investment in road and equipment. Then 4 is the total 
capitalization, end then there is the percentage, four to 
One. 

COMMISSIONER INNIS: Oh, this is for one year. 

MR O'DONNELL: Yes, that is 9ll. 

THE WITNESS: Well, table No.8 shows them for 
every year from 1932 down to 1947. 

MR O'DONNELL: Q. Now, with respect to Exhibit 
234 end the footnote, the source from which you obtained 
the information concerning the United States roods, you 
have reference there to a pamphlet, I take it, entitled 
"Railroad Finance". Have you got 2 copy of that which you 
might produce for the Commission? 

Ae. Yess 

MR O'DONNELL: That will be Exhibit 235. 

THE CHAIRMAN: What is it? 

MR O'DONNELL: It fs Exhibit 235, my lord, and 
it is entitled "Railroad Finance. A report by the Sub- 
committee on Finance, Railroad Committee for the Study of 
Transportation. Association o:f American Railroeds 1947." 
Mr. Cooper informs me that the figures which are set out 
in Exhibit 234 sre to be found in Table 2 on page 3 of 


that Exhibit 235. 


eats : Pamphlet - Railroad Finance. A 
eae ese by the Subcommittee on 
Financ e, Railroad Committee for 
the Styudy of Transportation. 
Assn. of American Railrosds 1947. 
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MR O'DONNELL: The other figures concerning net 
cepitalization ore taken from the statisticol record, 
which we have alresdy produced as Exhibit Eat 

Q. Now, Mr. Cooper, will you please turn to Table 9 
on page 51. You do not appear to have made any comments 
as yet on that particular table? 

A. Our comments on Table No.9 are given in peragraphs 
8, 9 and 10 on pages 57 end 58. 

Q. Well, we will come to those later, then. Now, 
referring to Table 9 on page 51, I note that the stotement 
Shows the average revenue per possenger mile for the 
Canadian National as 2.2 cents, and that the rate for 
Class I roads is identical; is that en error or is it 
correct? 

COMMISSIONER INNIS: Where is,that, Mr. O'Donnell? 

MR O'DONNELL: On page 51, Dr. Innis. The revenue 
per passenger mile is the last figure at the extreme right 
of the page insofar as the United States Class I roads are 
concerned, and under the heading "Cenadian National", it is 
the last column under that heading. 

THE WITNESS: No‘, it is not an error; it is a 
coincidence, 

THE CHAIRMAN: What are the figures you sre ques- 
tioning now? 

MR O'DONNELL: The figures concerning revenue per 
pessenger mile, and they appear to be the same for the 
C nadian National Railways as they are for United States 
Class I roads, that is, 2.202 cents, and I asked Mr. Cooper 
if that wes correct or an error. 

THE WITNESS: I said they are correct. It is just 
@ coincidence that the statistics e111 come out at the end of 


8 machine that way. 


THE CHAIRMAN: It is just 2 coincidence? 
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MR O'DONNELL: Just @ coincidence, he said. I 
wes wondering; it seemed 9 bit Strange thet they should be 
exzctly identical. 

Q. Now, Mr. Cooper, have you any supporting dete for . 
the figures which are set out on Table 9 at page 51, 
those operating statistics which are there given? 

A. I produce five exhibits which Show the information 
from which these statistics sare computed and--- 

MR O'DONNELL: I might just record them, Mr. 
Cooper, for the purpose of the record, then. The first 
will be Exhibit 236, 

THE CHAIRMAN: Whet is it? 

MR O'DONNELL: It is entitled "Earnings per mile 
of road operated." 


---EXHIBIT 236: Statement - Earnings per mile of 
road operated. 


MR O'DONNELL: The next one will be Exhibit 237, 
entitled "Revenue ton miles per mile of road operated," 


~--EXHIBIT 237: Statement - Revenue ton miles per 
mile of road ope ated. 


MR O'DONNELL: The next one will be Exhibit 238, 
entitled "Revenue pessenger miles per mile of road opereted." 


---EXHIBIT 238: Stetement - Revenue Passenger miles 
per mile of road operated. 


MR O'DONNELL: The next, Exhibit 239, freight 


revenue per ton mile. 


---EXHIBIT 239: Statement - Freight revenue per 
ton mile. 


MR O'DONNELL: The next, Exhibit 240, entitled 


"Revenue per passenger mile." 


---EXHIBIT 240: Stetement - Revenue per passenger 
mile. 


MR O'DONNELL:Q.And sll those five exhibits, Mr. 
Cooper, contain the information concerning the Canadian 
Nationel Railways, the Canadien Pacific Railway end the 
Unit.ed Ststes Class I roads for the years 1923 through to 


2 ageq tee e5R He 2 one en 

) Taovitg arorkh vial ea ne acide ween see 

ile dsvenirsaeace wits woes biebalet alte rua secon k oh ay : nd 
wae Bote pesugecs pie cot tebe oe overt ne Eee eat 

Mt mond bao owt. 4 Weis Lae * | pee 41 xt) a iy ) d ci ee 

quate, s8r. suai «Bee to Since aah mi geanl rou 


Lin hc Wa tat ak “Soar: 
‘hte din region Aebetoe al sr sien 


ears") 


a ae oes Tee 


Sc. OLR wen: ean | 


whG& fbb Lot sii Shu so | Sana act je SaMe*G Fy ee 
| "padesiqe ous to aan weet. Bol ter i088. emaoe eo." beaten et 


a eliher reoet annie oF beens deed. Jog ci var. rere ere 
sede: oge boot me abs | weed ees atl 


BES. debts. ‘ed Eine omega lt EEO: eT Ba oP 
* dho map: bse, te abba, co. ssi sragaapag! sumoroe™ frotitnties 


aan ae some met eucaven =. Sia aa 
alone ge heirs te Re 


| "ethan Gd te cthiors edt 2 rs Wi as Tae) 
re Tan Laem moa ned Ome 


es! susp sagas ‘ioe OSS: RTH m ‘ 


-18616- Mr. Cooper 


1947? 

A. Yes. 

Q. And have slso set out at the bottom of each the 
averoges for the period 1940 to 1947 sand the average for 
1923 right through to 1947 inclusive? 

A. Yes, 

Q. And you set out the source from which you have 
taken the information; in the footnote you set out the 
source from which you have taken the information? 

A. Yes, 

Q. In the case of the Canedian N-tionel end the 
Canadian Pacific the Dominion Bureau of Annuel Statistics 
is used, and with respect to the United States Class I 
roads the information is taken from those two exhibits 
which were filed a few moments ago concerning that? 

A. No. The--- 

THE CHAIRMAN: Mr. O'Donnell, just before we rise, 
we would like to know from you whether you intend, as far 
es your case is concerned, to meet the objection taken on 
page 109 of Part I of the Canedion Pacific brief, and sgain 
at page 26 of Part II of their brief, ebout your recapitol- 
ization and the possible dangers it might contain, and so on, 

MR O'DONNELL: I think we will have to discuss thot. 

THE CHAIRMAN: Mr. Welker, I think, too, mentioned 
that. You intend to deal with that? 

MR O'DONNELL: Oh, I think we will heve to meet thet 
and explain it, and give what information we can to help the 
Commission. 

THE CHAIRMAN: I mean, do you want to meet it now? 
You are not going to wait till somebody raises it again? 

MR O'DONNELL: Oh, no, I do not think so, my lord. 

THE CHAIRM-N: It is a question of time with us, 


you see, 
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MR O'DONNELL: Well, if your lordship would like 
to raise it at eny time--- 


THE CHAIRMAN: No, no; while your case is Ons: & 


mean, 


MR O'DONNELL: Right. 


(Page 18620 follows) 
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---Upon resuming. 


. 


MR. O'DONNELL: Q. These last five exhibits 
which we have produced, Exhibits 236, 237, 238, 239 and 
240 contain the supporting data for the operating statistics 
which are set out on Table 9 at page 51 of the brief? 

A. Yes. 

Q. Turning, then, to another section of the brief, 
at page 53, we find the heading, "Comparison of Canadian 
National fixed charges with those of other major railways." 

I think you there attempt to show how the 
Canadian National fixed charges compare with those of 
other major railways, in keeping with the express require- 
ments of the reference under which the Commission is con- 
ducting this inquiry? 

we TTeRs 

Q. You first show there on page 53 the various 
accounts, do you not, the railway accounts, the 
classification of accounts which are known as and included 
in the term "fixed charges"? 

KR. Yes: 

Q. Are those fixed charges there set forth in 
accordance with standard railroad accounting practice? 

Rs Yes. 

Q. And out of the total fixed charges set out on 
page 53 of the Canadian National for the year 1948 of 
$46,341,727, the interest on funded debt and the interest 
on government loans total $44,830,000? 

A. That is correct. 

Q. And although the fixed charges in 1948 were 
some $46,000,000 odd, as you have pointed out, I think, 
to the Commission, they averaged $50.3 millions per year 
during the 26-year period from 1923 to 1948 as set out 


in Table 4 on page 36, I believe. That is correct, is 


Ae 


= 
th 
= 
— 
on 


< 


a 
® $e 
hg : 
= 


~ 


7 


- 38621 .- Mr. Cooper, in ch 


it not? I think that is what the table shows, Mr. Cooper? 
That is correct? 

A. Yes. $50.3 million. 

Q. How much were those fixed charges in 1949? Are 
you in a position to give that information at this time? 

A. Yes. They were $48,631,896. 

Q. You say they were $48,631,896 in 1949? 

THE CHAIRMAN: That is for what year? 

MR. O'DONNELL: For the year 1949. 

MR. O'DONNELL: Q. Now, would you please turn 
to page 54 and refer to the figures there supplied for 
the year 1947. Can you say what percentage were your 
fixed charges to gross revenue in 1948? Have you got 
those figures? 

A. For the Canadian National the ratio was 9.43. 

Q. Perhaps the Commission might want to add this 
information. You say that for 1948 the Canadian National 
ratio was 9.43? 

THE CHAIRMAN: The ratio? 

MR. O'DONNELL: Yes. 


THE CHAIRMAN: What about the ratio? What was it? 


MR. O'DONNELL: 9.43. 
MR. O'DONNELL: Q. Can you give that ratio for 
the Canadian Pacific? 
A. It was 4.18. 
Q. And for class 1 United States roads? 
A. It was 4.4. 
THE CHAIRMAN: What year is that for? 
MR. O'DONNELL: For 1948, my lord. 
MR. O'DONNELL: Q. Can you, just as a matter 
of interest, give the average for the period 1923 through 


to the end of 1948? 
A. For the Canadian National it would be 17.85. 
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And for the Canadian Pacific? 


Q 
A. For the Canadian Pacific, 9.49. 
Q. And for the class 1 United States roads? 

A 10556. 

Q. On the basis you have just mentioned, the Canadian 
National ratio was twice that of either the Canadian 
Pacific or the class 1 roads? 

A. Almost twice, yes. 

Q. Now, you show at the top of page 54 similar 
percentages for the year 1947? 

A. Yes. 

Q. And that is for the one year? 

AS Y¥OB; 

Q. And further down on the table you give the balance 
through for every year since 1923? 

A. Yes. 

Q. Are you in a position to give the Commission the 
comparable figures to those which are set out at the top 
of page 54 for the year 1948? 

ae fg 

Q. You might read them into the record. 

A. Canadian National gross revenue $491,269,950. 

Fixed charges, $46,341,727. 
And the ratio? 

9.43. 

Now, the Canadian Pacific? 


oO YF © 


A. $380,005,826. That would be for the gross 
revenue. 
Q. And the fixed charges? 
The fixed charges, $15,890,264. 
And the ratio? 
4.18. 


And for class 1 roads? 


ee Te 


ane a ts 


~ ed 


He di eqaed aa = SobB£ = 


$ihieed srhadal ost 4at Bak, iD 

BEG ,Sitized AebbsanG oAP HOE” F 

faoAot wuteee pedin £ eacl9 Org 40% Gad <6 

aa ie peers oH 
CSL BSHSD of Bote RAem PEbE svcd voy ahead eH RO 16> 
indbenaS sid SeafBe to fuk? obiwd BAW obsed Lahassnr 
gehice feeele edt to ehtfont 


inet (eS ieF FOomlLek cA 


as 
pa 
hae 
at 
a 
ws 
ps 
= 
Ast 
lane 
ce 
a 
ey 
ay 
2: 
+f 
> 
Se 
at 
ra 
esd 
a 
S 
c- 
= 
=. 
ae 
Li 


’ 


reaY cA 
af fads BAR OW 


ts 
‘ 
oy 
oon 
“Se 
es 
oF 
eo 
ars 
any 
a 
— 
Sai: 


“ 1808 oe 
dl ee oe hee ge tg Suc aoe tke ‘in af Be Tia) jah: ae b i Fy 
DASESe gas ovis wow Ssidas gag Ad Alsi wtdag BA GD 
Die Ale ces is Bah, tele arigngie| | # Cr ee a ae 
(FSG! atte Hbey Cigyo ek Ae saneeat 
© Bi v < i 
Hotes iowey otd ovis SP ddisiaed s RE Bey eh YO 


See Uy Sit hS Seas ae, ae ee N Y By ee et ces ote Hecate hg iscsi te ee ae ee pi hess seed ; 
jo? oAY #6 Fe Sue ofn ASGAW o2504 G¥ BONES ete eeemeS 
, 


ne Gint Nel Soo% Geeta ger .B 


< ee ye. De ae auf Git ee Ay ere iy 
vot gHota fecoliat® defines if 


5 Ue aoe “ ~ 
tiey of2 Bas 
RM ok 

Gish Gee wa tnt aa) ae 
v te Si “4 Cris ) Fates Pore i 


$u6is of? $92 of Biwei JodT -o88 SOGROBER <A 


oe * Bome? Ae BAA +h 


oe oe) sae 
PES RE OES Bos tafe SSikt ale 18 


ay. Sane hate 7 


- 18623 - Mr. Cooper, in ch 


A. Gross revenues, $9,671,721,893. 
Fixed charges, $425,355,583. 
Q. And the ratio? 
A. The ratio, 4.4. 
Q. And there at the top of page 54 you set out what 
class 1 roads comprise in the United States. They are 
all railroads with annual revenue above $1,000,000. 
Were you able to furnish the Commission with 
the figures of gross revenue and fixed charges from which 
the percentages that are set out at page 54 have been 
computed? Have you a statement showing the gross revenues 
and the fixed charges? 
A Leas 
Q. Then I shall ask you to produce as Exhibit 241 
a statement entitled "Ratio of fixed charges to gross 
revenue, Canadian National-Canadian Pacific and United 
States class 1 roads. 
That statement covers the years 1923 through 
to 1947 and it has at the bottom of it the averages worked 
out for the period 1923 to 1947, and a further average 
for the period of 1932 to 1947 in a footnote on the exhibit, 
giving the sources from which the data was obtained. 
AS” Yes. 
EXHIBIT 241: Filed by : Ratio of fixed 
Mr, O'Donnell: charges to gross 
revenue C.N.-C.P. 


, and United States 
¢ class 1 roads. 


MR. @'DONNELL: Q. Have you any comment you 
care to make concerning this Exhibit 241? 
A. It shows the gross revenue and the fixed charges 
from which the percentages shown on page 54 were computed. 
Q. Now, in the light of that exhibit and the ratios 
set out on page 54 and the other data which you have 


referred to, would you tell the Commission what your 
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general conclusion is as to the comparability of Canadian 
National fixed charges with those of other major railways? 


Ue 
A. I think the figures prove conclusively that 


measured as a percentage of gross revenue our fixed charges 
are about twice as heavy as those of the Canadian Pacific 
and the class 1 roads. 

Q. Incidentally, with respect to class 1 roads, your 
statement sets out at page 54 the fact that class 1 rail- 
roads represent 99 per cent of all United States railroads 
and about 95 per cent by mileage? 

A. They represent 99 per cent in terms of operating 
railway revenue, and they represent 95 per cent in terms 
of mileage. 

When you speak of class 1 roads, you are really 
speaking of all the United States railroads as a group. 

Q. Will you please turn to page 55 of the brief, 
at which page you show ratios for the Pennsylvania Railroad, 
the New York Central, the Southern Pacific, the Santa Fe,and 
the Union Pacific? 

Ay Yes. 

Q. I take it you have used those five railroads 
as being the best comparatives with the Canadian National, 
or the most comparable to the Canadian National? 

Re YSs. I would not see any point in making a 
comparison between a large railway and a small railway. 

The Canadian National definitely is a large 
railway. In 1947 and again in 1948 and in 1949 only four 
railroads in North America had larger revenues than the 
Canadian National. 

It seems to me that if you draw your comparisons 
with these large railways as well as with the Canadian 


Pacific and with the class 1 roads as a group, you are 
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using the best yardstick. 

Q. I notice that the table on page 55 Speaks of the 
year 1947. Are you in a position now to give the Com- 
mission the data for the year 1948, and if so, the Com- 
mission might wish to put an additional line across the 
page for the 1948 figure. Take first the Pennsylvania 
Railway. 

A Oleees 

Q. And the New York Central? 

A. 95.46, 

Q. And the Southern Pacific System? 

A.. 3.46. 

Q. And the Santa Fe? 

Au Gia63s 

Q.. And the Union Pacific? 

ReaD AS 

Q. And the average as printed on page 55 is for 
the sixteen years, 1932 to 1947. Would you give the 
Commission the average for the seventeen years, 1932 to 


1948,. inclusive, in the instance of the Pennsylvania 


Railroad? 
Ni 22.308 
Gi» 18,367 
Kemet es s 
Q. And that is the 17-year average? 
Rian (LOB 


(Page 18630 follows) 
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@. That is the £7 year average? 
A. Yes. 
Q. 12.38. New York Central? 
Ay. tose. 


9. Southern Pacific? 


A. 6.09: 

Q. And the Santa Fe? 

Ai 4415; 

Q. And the Union Pacific? 

Aa S503 

Q. And the Canadian National? 

foe kT as 

Q. Now, if it would be of interest to the Commission, 


I think Mr. Cooper could, my lord, also give the figures 
for those five roads by gross revenues and fixed charges 
for the year 1948. If it would be of any assistance, Mr. 
Cooper could just read them over. 

COMMISSIONER INNIS: Can you give them for the 
Canadian Pacific? I just wondered whether you could put 
in Canadian Pacific, just another figure for 1932. 

MR. O'DONNELL: Yes, I suppose we could do 
that in another column. If it would be of any assistance 
Mr. Cooper might just read on the record at this point, 
rather than have your lordship and the members of the 
Commission take these figures, Mr. Cooper could give the 
figures for 1948 for the five American roads that are set 
out on page 55. Just read them on to the record in the 
same form, Mr. Cooper, that is, as to gross revenues, 


fixed charges and ratio. 
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f 
Year 1948 deaeacs a Ratio 
Pennsylvania Railway $999,982,899 $72,128,090 7.21 
New York Central 779,860,755 42,573,258 5.46 
Southern Pacific 587,462,083 20,332,526 3.46 
Santa Fe 526,733,746 8,585,066 1.63 
Union Pacific 437,583,132 6,328,507 1.45 


Q. Now, as a matter of fact, I had overlooked this, 
my lord, but Mr. Cooper had prepared a statement which is 
entitled "Ratio of Fixed Charges to Gross Revenues, Five 
Major United States Roads," which gives gross revenues, 
fixed charges and ratio in each of the years from 1932 to 
1947. I would ask to have that produced as Exhibit 
242. Exhibit 242 gives the information for the five 
American roads and 241 gives the information for the 
Canadian National Railways and the Canadian Pacific Rzilway 
as well as for all U.S. Class I roads. 

THE WITNESS: Yes. 

COMMISSIONER INNIS: I think that covers my 
point, Mr. O'Donnell. 

MR. O'DONNELL: Yes. I had overlooked that 
one at the time. 

Q. Now, Mr. Cooper, at the bottom of page 55 of 
the Brief, or of Exhibit 214, I read the words:- 

"Tt will be noted that on any basis 

of comparison the ratio for the Canadian 

National is completely out of line with other 

major railways in North America". 


That is your opinion, is it not? 
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A. That is my opinion. 

Q. Well now, that is based on this data which you 
have placed before the Commission? 

A. Yes. 

Q. And involves as much as you know personally 
ennecerning the situation. 


Aa 2284 


4s «EXHIBIT 242..:filed by : Statement entitled: 
Mr. O'Donnell : "Ratio of Fixed Charges 
to Gross Revenues, 
: Five Major United 
: States Railroads,”. 


.. Now, Mr. Cooper, your evidence has been directed 
to the section of the Main Submission in which you have set 
out the historical and statistical data which you have felt 
the Commission should have before it in giving consideration 
to this matter of fixed charges? 

A. Yes, that is what has been attempted, and in 
addition we have given the pertinent figures for other 
major railways to permit comparisons to be made. 

MR. O'DONNELL: Now, I think, my lord, with 
the permission of the Commission,that before taking Mr. 
Cooper to another subject, it might at this point be 
well, by way of bringing to focus, so to speak, the various 
submissions and recommendations which have been put forward 
so far, for me to ask that the Commission permit me to read 
sub-section (d) of Chapter Ili of the Brief. It 
begins at page 56 and is entitled: "Summary and 
Recommendations as to Fixed Charges." 


THE CHAIRMAN: All right. 
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MR. O'DONNELL: "(1) The tremendous 
value of the Canadian National in the 
overall national economy is obscured by its 
discouraging financial results, one of the 
principle underlying causes of which dates 
back to the commensement of opawtions in 
1923 when the newly organized system was 
required to take over, withe@ut mitigation, 
the debts of its bankrupt predecessor cor- 
porations. The policy then adopted saddled 
the railway with interest charges of 
$35,623,415 per annum’....That should be 
"(See page 18)" instead of 8..... "notwith- 
standing that in the preceding five-year 
period the constituent railways had failed 
to earn their operating charges (before 


interest) by $59,420,000." 


(Page 18635 follows) 
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25 Prior to 1923 the capitel expenditures on the 
Intercolonial, National Transcontinental, and other 
Crown-owned railways (generally referred to as 
Conedian Government Railways) had been financed by 
parliamentary appropriations, all interest cherges 
being obsorbed in public accounts, Subsequent to 
entrustment of these Canadien Government Railways to 
Canadian National Rallway Compeny in January 1923 for 
management and operation their capital requirements 
have hed to be financed by the Company, 311 interest 
cherges being absorbed by it; 
on The 1937 Capital Revision Act dealt only with 
debts due to the Government. Advences for deficits 
were cancelled, Capital loans made prior to 1923 
were converted it: into share capital. There were no 
capital loans from 1923 to 1931. Since 1932 interest 
has been paid on a1] capital loans. 
4, In the period 1923-1931 the railway expended 
$456 ,345,000 for investment purposes. This amount was 
financed by the sale of bonds to the public involving 
additional interest charges. By 1931 the ennusl 
interest charges of the Canadian National had reached 
2 totel of $55,587,145. No portion of this was reduced 
by the Capital Revision Act of 1937. 
De The Canadian National's book investment in rood 
end equipment per mile of line was $88,769 st December 
31st, 1947." 
I might interject, the figure for 1948 is 
$91,847. 
"Canadian National figures ere about 30% less than the 
average of U.S. Class I Roads and approximately equal 
to those of the Canadian Pacific. By comparison, 


Canadian Nsetionel costs have not been excessive. 


"§ 


‘ 


y TOONS 


. 
rend 

% 
ry 


= 


-18636- Mr. Cooper 


6.  Railroeds of the United States have followed 9 
definite policy of reducing their funded debt and 
interest charges. By receivership proce: dings end by 
the utilization of Surplus earnings, etc, they 
reduced their capital debt by $2,229,405,000 in the 
period 1923-1947," 

for 

I might interject th@e again thet/the period 
1923 to 1948 the figure is $1,976,431 ,000, 

"Similor svenues of relief were not open to the 
Canadian National which incressed its capital debt 
during the period by $451,055,000. 

T Against its investment in road and equipment 

the Canadian Netionel must corry 64.1% in the form of 
interest bearing debt," 

The 1948 figure is 64,9, 

"By comparison the percentage for the Canadien Pacific 
is 31,6%" -- that is the 1945 figure -- "end for U. S. 
Class I Roads 32.1%." 

THE CHAIRMAN: That also is 1945? 

MR O'DONNELL: Yes, my lord, 

"The burden for the Canadisn National therefore is 
twice as heavy es it should be. 

&. The average earnings per mile per ennum has been 
about 9% less on the Canadien National than on the 
Canadian Pacific and sbout 51% less then on Class I 
Roads in the United States." 

COMMISSIONER INNIS: Does not pseragraph 8 suggest 
thet a great many of these comparisons have relatively 
little meaning? 

MR O'DONNELL: The averege earnings per mile? 

COMMISSIONER INNIS: Yes. 

MR O'DONNELL: Well, I would not say without 
thinking more about it; I would not like to say offhand, 
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They ere comparable types or classes of railways. 

COMMISSIONER INNIS: Your average earnings ere 
so much -- there is so much difference»between American 
lines and Canadian lines thot it must be very difficult to--- 

MR O'DONNELL: The American lines; but one must 
not forget they had very considerable increases, end had 
them in advance of the Canodian rates. 

COMMISSIONER INNIS: I understand that; but still 
there is 3 greet gap between the two types of roads. 

MR O'DONNELL: No doubt about thet. And I think 
that demonstrates that the imbalance here has been allowed 
to lag for 9 considerably longer period then it has over 
there. That is the way it strikes me offhand. 

"9. The average freight traffic density on the 
Canadian Notional has been about 7% lighter than on 

the Canadian Pacific and sbout 50% lighter then on the 
Said Class I Roads. 

10, The average passenger troeffic density has been 
about 17% lighter than on the Canadian Pacific and 
about 58% lighter than on Class I Roads. 

ll. The fixed charges of the Cenadian National, 
measured as a percentage of gross revenue, sre twice as 
heavy 2s those of the Canadian Pacific and those of the 
Cless I Roads. When contrested with other major rail- 
roads, the comparison generally is even less favourable 
to the Canadian National. 

The question arises as to what 2 proper capitalization 
would be for the Conadian Nationel. 

The foregoing indicates that while the cost of the 

Canadian National R ilwey end of its rolling stock has 
not been excessive, nevertheless by comparison with 
other roilways too large s proportion of such cost has 


been capitalized. This in itself is not importent 
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provided 9 sufficient portion of the total is equity 
Cepitel. Difficulties begin when a disproportionate 
part of total capital is in the form of obligations 
cerrying a fixed interest charge, 

In the case of the Canadion National, as 
indicated ebove, its fixed interest debt, in relation 
to railway investment, is twice that of other comparable 
railways and its fixed charges themselves, messured as 
3 percentage of gross revenues, are twice as heavy as 
those of such other railways. 

It is submitted that, for the reasons above 
Stated, it is beyond question thst the fixed charges of 
the Canadian National are far in excess of its normal 
earning capacity. 

From the foregoing it is concluded that while the 
total capitalization of the railway need not necessarily 
be reduced, an adjustment is needed as between the por- 
tion of total capitsl represented by interest charge 
debt and the portion represented by equity capital. 

The portion to be represented by interest cherge 
debt should in some considerable measure, be related to 
the amount of net earnings which may be expected under 
all conditions to be available for the payment of the 
interest thereon. It is one thing to telk about cost 
per mile, operating ratio, mortage security , end so on, 
but if the earnings are not there to support the debt 
structure imposed on the property that structure is top 
heavy. The permissive capital cerrying a fixed interest 
charge must be based on the demonstrated ability of a 
railwey to earn such fixed interest. 

The net earnings of the Canadian Netional available 
for the payment of interest have shown wide fluctuations 


over different periods. In 1933, although it covered 
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its operating expenses, after texes and other income 
charges it hed no;net income available for the payment 
of interest. Ten years later in 1943, with wer traffic 
at its peak, net earnings available for interest were 
$85 millions. In 1948 they hed dropped to $11 millions. 
If these emounts were capitelized at the average 
interest rate (3.39%) the permissible fixed charge 

debt would be: in 1933 zero; in 1943 $2,516 millions; 
and last year $333 millions. 

Fluctuations over longer periods are equally 
wide, For instance, based on the everage annual 
net earnings available for the payment of interest in 
the seven pre-wer years, 1933 to 1939, the permissive 
fixed charge debt would be only $136 millions,. For 
the seven wer years 1940 to 1946, the figure would 
be $1,791 millions. 

In the 26 year period 1923 to 1948 the net 
earnings of the System available for the payment of 
interest averaged $27,660,483 per annum, which, when 
capitalized (3.39%), equels $816 millions, This 
amount of fixea charge debt cennot be used as 3 
reasonable guide to the future without regard being 
given to changed conditions embracing increased costs 
of operation, including materiel prices and wages, 
higher freight rates, varying interest rates, and 
also to the potentialities of the future. 

R ilwoys are now faced with conditions quite 
unlike those which prevailed in the past. Current 
treffic volume is high but the expenses of moving it 
are excessive in relation to the existing teriffs of 
tolls, The position of labour today is quite unlike 
that of uthe past in respect of wage rates and working 


conditions including matters of jurisdiction or essign- 


sheep 


oe 
' 
4, 
an 
. a 
‘ tr 
v 


Ry aw Baty 
a seragKs 


SULTS ERS 


Mayes 


. ably 


Pvt 


SA er i 
rit 
* 1 
eS 


-18640- Mr. Cooper 


ment of work between different groups or classes, 
Obviously en adjustment is needed in retes and 
charges to compensate roilweys more equitably for the 
increased cost of the services they render but this 
is not a matter for full discussion in s consideration 
of proposals for a revision of the capitel structure. 
It must be assumed that through other tribunals some 
equilibrium between costs and compensation will be 
brought about and thereafter maintained hoving regard 
to traffic volume, If this be so, it seems probable 
there will inevitebly emerge the financial handicaps 
with which the System was burdened ot its inception. 
During the war years these handiceps were overcome by 
unusuéliy high traffic volume. In turn volume was 
overtaken by the imbalance between increased costs and 
increased compensation. Even if this impalance is 
corrected, should traffic volume recede from its 
present high level, then it is the view of the 
Management that the debts taken over in 1923 will be 
found to be undischerged, still exacting interest, 
still obscuring the true value of the System, and 
entailing reflections upon the efficiency of its 
organization. 

The uncertainties of the future are seit~evi denis 
Present traffic volume may decline but to what extent 
or when this will occur cannot be prophesied. Any 
substantial drop in treffie volume will be accompanied 
by 9 drastic decrease in net earnings. ‘A reduction in 
revenue 2s 2 result of decline in traffic cannot be 
accompanied by an equal decresse in operating expenses 
88 a considerable portion of expenses sare not directly 
related to traffic volume, There is .2lso en appreciable 


leg in readjustment to changed condittions. In addi- 
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tion it is onticipated thot materisl prices will find 
@ level substantially higher then those which pre- 
vailed in pre-war days. The future of railways is 
further beclouded by the extent to which competing 
forms of transportation will make greater inroeds 

in the transportation field. 

It is submitted as the first step to be taken 
that the capital structure of the Canadian National 
should be adjusted by converting the full amount of 
the Government loans into equity capitel." 

And I might say that that suggestion would still 
leave the matter of the debt in the hands of the public to 
be taken care of. 

I have just another page end a half, my lord, 
to complete this, snd I think it would be well to finish it.. 

THE CHAIRMAN: Yes, go on, Mr. O'Donnell. 

MR O'DONNETL: "At the end of 1948 such loons 
amounted to $760,494,825. The interest thereon 
accrued in that year wes $21,627,032. The principal 
amount of the said loans of $760 millions odd may be 
set against the $804 millions of debt which the 
System assumed at the end of 1922. Had receivership 
proceedings been resorted to, at that time, 4t is not 
unlikely that these loans would have been put on on 
equity or contingent interest basis. The said ennuel 
interest of $21,627,032 may be compared with the 
average ennuel income deficit of approximately $20 
millions suffered by the System throughout its exist- 
ence as the direct result of the arrangements made in 
1922. As will be seem by reference to the deta 
tobulated on pege 1l, cencellation of the interest 
obligation to the Government will not entirely solve 


the finoncisl difficulties of the Cenadien Netionel in 
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the event of decline in traffic, 
If the Government's investment in the Canadian 
National were represented by capital stock instead 
of interest bearing loans the comparisons previously 
mode herein would require restatement as follows: 
CoNan. CePan. U.S.Roads 
% (o) (o) 
Proportion of investment 
in rood ond equipment 
represented by capital 
securities 1945 LOATH goed 58.1 
Proportion of investment 
in road and equipment 
represented by funded 
debt 1945 29.1 31.6 Bree! 
Proportion of gross 
earnings required to 
pay fixed cherges 1947 5.9 4.6 5,035" 
I might just edd to the lest line, "Proportion 
of gross earnings required to psy fixed charges," the 1948 
figures, which would in the case of the C.Nake De 5,03, 
the C.P.R. 4.18, end U. S. Roads 4.40. That is already 
Shown in one of the exhibits we filed, 
"The loerge capitalization in relation to investment for 
the Conadien National is not important, It is not 
Suggested that the investment itself should be written 
down, There is some advantage in continuing the record 
of Government investment in the System. If however, in 
the future, under mandstory accounting - regulations, 
the Cenaidan National is required to adopt depreciation 
eccounting on fixed property end the past accrued 
depreciation must be computed and set up in the accounts, 
undoubtedly 2 write down of the Government's equity 
would be necessery. 
It will be noted that even on the restated basis 
the Canadian National ratio of fixed cherges to gross 


revenues would be higher than those of other roilwsays. 


The edjustment proposed would not cost the 
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Government any money. As the Sole shareholder any 
gain or loss is for account of the Government. In the 
final enalysis a fixed interest rate is meaningless 
Since if there is 9 deficiency it must be provided by 
Government and likewise Government will take any 
Surplus there may be after peyment of interest on the 
publicly held debt. It is more 2 matter of removing 
from roilway to public accounts the extent to which 
commercial considerations have been subordinated to 
considerations of broad national policy." 
THE CHAIRMAN: Before we adjourn, in reference to 
@ certain application made to us by counsel this morning, 
this has been agreed by the Commission: We shall continue 
with this present C.N.R. case, and after that take up the 
Crows Nest Pass case. That will leave outstanding then just 
the exomination into the co-oper ation statute between the 
two railways and the final argument. After we finish the 
Crows Nest Pass case we shall adjourn for two weeks and 
three days, and then come back here and take up the co- 
operation statute and immediately afterwards the final argu- 
ment, without any intermission between those two. That is 
understood, is 2b? 
MR CARSON: That is on the understanding, my lord, 
thet we utilize the three days--- 
THE CHAIRMAN: The reason why we ere adding those 
three days is to allow you to utilize them for the purpose 
of your spplication before the Board. 


---The Commission adjourned at 4.50 p.m., to meet again at 
10:30 a.m. on Tuesday, March 21, 1950. 
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